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REPORT ON DESIRABLE INDUSTRIAL FINANCING IN TKE FUTURE 
Introduction 


Tokyo Subcommittee on Industrial Finance Problems of the General Division Conm- 
mittee, Council on Industrial Structure, 29 Sep 82 pp i-ili 


[Text] Introduction 


For our country to achieve stabilized growth while performing its role as an 
economic superpower in international economic society in the future, it is 
necessary to try to achieve a health industrial development. For that pur- 
pose it is essential to secure a steady growth of industrial funds 


When we review the environment surrounding industrial financing in our country, 
we discover first of all that the economy has shifted to a stabilized srowth 
since the first oil crisis, while the amount of government bonds issued has 
increased, the internationalization of financing has made progress, and moves 
indicating progress in the liberalization of financing centered on money rates 
have become marked. Also, prorress has been made in the diversification of 
sources of funds on the part of enterprises. 


Such changes in the environment surrounding industrial financing are ex- 
pected to continue in the future, too, and it is anticipated that this will 
have a considerable impact or industrial financing in the future. 


On the basis of these changes in the environment surrounding industrial fi- 
nancing, this committee was established in October 1981 under the General 
Division Conmittee of the Council on Industrial Structure in order to seelk a 
maximum vitality of our industry, and to examine desirable industrial finan- 
cing in the future with a view to facilitating its health development. 


The committee carried out surveys of the actual conditions of overseas in- 
dustrial financing and it surveyed enterprises hy questionnaire. Using these 
as references, the comnittee has deliberated for about a year, since October 
1981, on (1) trends in raising industrial funds in the future; (2) the progress 
in the liberalization of financing, and the impact on industrial financing 

from changes in the surrounding environment such as an increase in the amount 
of government bonds issued; and (3) desirable financing for smoothly raising 
funds for industry, and a desirable capital market. 








This report summarizes the achievements of the committee's deliberations. It 
will present various proposals for desirable industrial financing in the future. 
And it will endeavor to point out directions for further serutiny in the future. 
We strongly call on the various concerned quarters to implement the various 
proposals we have presented as soon as possible. We stronplv urse thet the 





matters to be scrutinized be examined expeditiously. 
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Text of Report 


Tokyo Subcommittee on Industrial Finance Problems of the General Division Conm- 
mittee, Council on Industrial Structure, 29 Sep &2 pp 1-79 


[Text] Chapter 1. Characteristics of Our Industrial Financing in the Past 
Section 1. Industrial Financing Up to the High Growth Rate Period 
1. Investment Behavior of Enterprises and the Quality of Financinp 
(1) Vigorous Will for Investment 


The postwar economy of our country achieved rapid rehabilitation fror the 
devastation wrought by the war, and thereafter registered a development by 
leaps and bounds without precedent in the world. What served as the notive 
power for such economic development was the growth of plant and equipment in- 
vestment in the civilian sector at a rate exceecing 10 percent per year. Dur- 
ing the high prowth rate period, a national consensus existed on catching up 
with the advanced nations and on a high rate of rrowth. Therefore, in order 
to try to maintain and expand their market share in view of the anticipated 
increase in demand based on the expectation that a high rate of growth would 
continue in the future and in order to introduce innovative technology from 
Europe and America, enterprises actively carried out plant and equipment in- 
vestment. 


(2) High-Level Dependence on External Funds and Fund Raising Centered on 
Loans 


As enterprises actively carried out plant and equipment investment, the de- 
mand for funds for plant and equipment expanded and at the same time the demand 
for operating, funds also increased due to increased sales under the hirh rate 
of economic frowth. On the other hand, as the amount of internal funds of 
enterprises was far below the demand for such funds, enterprises shifted to 

a high level of dependence on external funds. 


In terms of the shift in the dependence of enterprises to outside funds during 
the 1960-1970 period, it was at the 10-29 percent level in the United States, 
and at the 30-40 percent level in Britain and West Germanv. In comparison, 

it was at a high 50-690 percent level in our country. 


Next, when we survey the means of raising such outside funds by separating 
them into loans, stocks, and negotiable securities called deventures, we note 
that it is characteristic that the dependence on loans is extremely high. 
When we compare the ratio of loans to total funds raised, including internal 
funds, by country, it is 5-22 percent in the United States, 7-12 percent in 
Britain, and it is at the 3-percent level in West Germany, with a compar- 
atively high ratio of loans. In comparison, it is a high 40-50 percent in 
our country. 








(3) Low Own Capital Ratio 


Because enterprises raised increasing funds from outside through loans, the 
ratio of enterprises’ own capital continued to drop throughout the hich 

growth rate period. The general declining trend of the own capital ratio vas 
also seen in the United States and West Germany, but our country was noted for 
its low level. 


In addition, a comparison of the ratio of enterprises’ own capital in the 
manufacturing industry in 1970 shows that it was 53.& percent in the United 
States and 35.6 percent in West Germany, while it remained at a low 21.5 
percent level in our country. 


2. Financing Structure 
(1) Money Flow Structure 


The characteristic of the money flow structure durinrs the high growth rate 
period was that the large shortage of funds in the enterprise sector was fi- 
nanced by the fund surplus in the individual sector. On the part of the public 
sector, the issuance of government bonds by the central government continued 
after 1965, but the shortage of funds was not very large. Its keynote was 
generally a condition of balance. : 
The large fund surplus in the individual sector was supported by the high 
savings of individuals. A comparison of the savings rate of individuals by 
country shows that in 1970 it was 8.2 percent in the United States and 6.6 
percent in Britain. Against them, it was 18.2 percent in our country and 
17.9 percent in West Germany--both at a high level. 


Next, in the changing conditions of the management of individual savings by 
financial assets, fixed-term deposits had the highest ratio. And this ratio 
continued to rise year after year. On the other hand, the ratios of cash 
currency and float deposits showed a declining trend. Also, in terms of the 
ratios of negotiable securities, the ratio of public bonds and debentures 
rose slightly, but because the ratio of stocks declined markedly, as a whole 
there was a gradual decline. 


In terms of the composite ratio of the financial assets of individuals in 
1970 in each country, it was high in the United States, particularly the ratio 
of stocks, and the ratio of insurance and pensions was also relatively high. 


In our country the ratio of time deposits was higli. West Germany showed a 
generally similar trend to ours, but the ratio of cash and currency deposits 
was slightly lower than in our country. 


(2) Superiority of Indirect Financing 


As was stated earlier, the money flow structure during the high erowt' rate 
period was characterized Ly the fact that the shortage cf funds was financed 
by the fund surplus in the individual sector. [Tinancial intermediation between 








the corporate sector and the individual sector vas effected mainlv throuch 
indirect financing such as borrowing from banks, deposits and savings, and 
the ratio of direct financing such as stocks and debentures remained at a 

low level. Viewed from the standpoint of industrial fund raising, the ratio 
of borrowing was extremely high. The conditions of the increase-cecrease in 
the supply of industrial funds showed that while borrowing accounted for more 
than 90 percent throughout the 1965-1975 period, stocks covered less than f 
percent and debentures slightly over 3 percent--both at a low level. 


In the background of such a preponderance of indirect financing are: (1) 

the banking system and the postal saving system had become entrenched in the 
lives of the people since the ‘leiji era, and individuals preferred the saving 
form called deposits and savings; (2) since enterprises could declare an 
interest payment and discount it as a loss, borrowing was more favorable than 
stocks in terms of the cost of raising funds; (3) because of inadequate cap- 
ital accumulation, enterprises had to denend largely on financial institutions 
for the absorption of debentures, too; (4) compared to the effective interest 
rate in the circulation market, the yield rate of bonds was at a low level, so 
during the tight financial period the issuance of debentures faced restric- 
tons. 


(3) Regulation of Interest Rates 


In our country, after 1947, in accordance with the “Temporary Money Rates Ad- 
justment Law," the maximum limit of interest on deposits and savings and loans 
was regulated. Also, there was an interest rate system refulating the condi- 
tions for the issuance of debentures. 


Tie “Temporary Money Rates Adjustment Law" was reportedly enacted to replace 
the arreement on interest rates between banks which had been in effect until 
that time; the “Law Relating to Prohibition of Private Monopoly and lainten- 
ance of Fair Trade" was imposed during the severe inflationary period in the 
postwar era. The adjustment law has since played a central role in regulat- 
ing interest rates in our country. 


In the backgrouud of the setting of interest rates at a low level with such 
regulations was said to be the demand for strengthening the international com- 
netitiveness of our industry, for the prorection and nurturing of new finan- 
cial institutions, and also for curtailing as much as possible the expendi- 
tures for payment of interest on government bonds with the resumption of the 
issuance of government bonds after 1965. 


(4) Establishment of Professional Financial Institutions 
In response to the varied need for funds by enterprises the systematic classi- 


fication of financial institutions by type in various specialized fields was 
instituted in the postwar period. 


In other words, in short-term financing, city banks and local banks with their 
main financial resources in deposits have played the central role. Also, 
ordinary banks have in practice provided intermediate financing by renewing 
short-term tinancing. 








On the other hand, in intermediate- and lone-term financinr, the central role 
has been played by long-term credit banks with their main financial resources 
in bank debertures and trust banks with their main financial resovrces in loans 
in trust. 


Also, in the fields of foreign exchanre and trade financine, foreifn exchanre 
specialist banks and citv banks have played the central role. 


In the fields of medium and small enterprise financing, mutval loan anc sav- 
ings Lanks, credit <cssociations, and credit cooperatives have plaved a larre 
role by taking advantage of their recional affiliations. 


(5S) Foreign Exchanee and Other Control 


Until about 1970, in accordance with the “Foreign Uxcharre Control Law" and 

the “Law Concerning Foreign Investment,” in our country the participation of 
residents in foreign money and capital markets, the perticipation of non- 
residents in our money and capital market, anc other arcas of internationaliza- 
tion were severely restricted. Such shutting off of our money and capital 
market frow overseas markets was desirnec as a countermeasure to deficits in 
international payments and as a measure to prevent the moves of narket- 
distributing international short-term funds. At the same tine, it also 

played the role of maintaining the characteristics of our financial structure, 
such as the regulated money interest systen. 


3. Policy Financing; 


Policy financinre was ained at supplyin;s funds to those fields with strony, 
needs in terms of policy against the brisk demand of the civilian sector for 
funds. Thus it was effective in quantitatively and qualitatively supplement- 
ing civilian financing, in stimulating the activity of the civilian sector, 
and also in realizing policy goals in accordance wit! the tasks of industrial 
policy at the time, as wili be described later. 


Furtherwore, in the background of the smooth management of policy financing 

it can be pointed out that there existed funds based on the credibility of the 
eovernment, such as postal savings, national annuities and welfare annuities: 
on the other hand, due to the fact that government bon’s were not issued for a 
considerable period after the war, it was possible to manage such funds stably 
through policy financing institutions. 


The roles played by postwar policy financinre can be classified as follows by 
periods: 


(1) Economic Rehabilitation Period (1945-1950) 


The tasks of industrial policy during this period were the strengthenine of 
key industries by the priority production system and other systems through the 
Reconstruction Finance Bank, the promotion of trade, the promotion of indus- 
trial rationalization, and the promotion of medium an small enterprises. 
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During this period, te Japan Export Bank (redesignated the Japan Export-Ir- 
port Bank in 1952) was established in 1950 and the Japan Nevelopment Bank was 
established in 195l. 


(2) Period of the Establishment of the Industrial] Base for Economic Self- 
Su: Ziciency (1950-1960) 


The main role of policy financir, was to finance the kev industries for the 
purpose of nurturing the heavy and chemical industries, and for industrial 
rationalization, regional development, and the promotion of small and medium 
enterprises. During this period, the Small Business Finance Corporation vas 
established ir 1953, the Hokkaido and Tohoku Development Corporation vas 
established in 1956, and the Small Business Credit Insurance Corporation was 
established in 1956. 


(3) High Crowth Rate Period (1960-1970) 


The main tasks of policy financing during this period vere the strengthening 
of international competitiveness and the consolidation of the industrial sys- 
tem in response to trade liberalization, the enhancement of the livinr envir- 
onment through such means as the policy on pollution, and the promotion of 
medium and small enterprises. 


4. Evaluation of Industrial Financing Up to the High Crowth Rate Period 


From the standpoint of the national economy as a whole, throughout the post- 
war rehabilitation and high growth rate periods- indirect financing, which 
played the main role in industrial financing, may be said to have played the 
role of financing the enterprise sector, which constantly nad a shortage of 
funds, through the efficient collection of small individual savings. In the 
background of the fact that it was possible for financial institutions to 
satisfy the demands of sound banking and at the same time to actively extend 
loans to enterprises with a high level of dependence on external funds anc 
with a fragile financial structure lies the fact that loan risk was alleviated 
through the securing of collateral and that relations of mutual trust vere 
formed between enterprises and banks due to the existence of the main banks. 
Also, the main banks made it possil e for enterprises to gain a lonp-term 
Stable base for enterprise management, and thus enterprises gained corres- 
ponding advantages. 


As to the regulation of money rates, ite effect was reportedly considerably 
reduced regarding effective interest rates in the midst of the chronic short- 
age of funds on the part of enterprises. But it had the effect of making 
available a supply of low-interest finds to enterprises. Also, in the face 

of the artificial low interest rate, at times it vas impossible to adjust the 
demand for and supply of funds through changes in the money rate, so credit 
allocation was carried out. But as can be seen in the a iustment of debenture 
flotation and the granting of credit by the Bank of Japan, priority vas given 
to supplying funds to export industries and the key industries. 
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Section 2. Shift to Stabilized Fconomic Growth and Changes in Industrial 
Financing 


l. Chanses in the behavior of Enterprises 
(1) Changes in Investment behavior and Demand for Funds 


During, the shift to a stabilized growth of our economy beginning with the 

first oil crisis, in terms of the platn and equipment investment of enter- 
prises, investment for capacity expansion was lackluster as a whole. On the 
other hand, investment in response to the new environmental changes, such as 
that related to energy and technological development, was increased. Also, 

as to electric power, the amount of investment was increased mainly in nuclear 
power generation in order to accelerate the development of nonpetroleum power 
sources while plant and equipment investment of all other industries stagnated, 
so the ratio of such investment to that of industry as a whole was raised. 


In the face of the sudden drop in demand beginning with the first oil crisis, 
enterprises curtailed plant and equipment investment and responded by curtail- 
ing inventory, employment adjustment and other means of reduced management. 
Thus, the demand of enterprises for funds diminished as a whole, and their 
dependence on external funds also decreased in commarison with the high growth 
rate period. 


(2) ‘Trend Toward Emphasis on Profits in Current Financial Phase 


With the shift to stabilized economic growth, an increase in sales such as 
that during the high growth rate period cannot be hoped for. Thus enter- 
prises are placing more emphasis on profits and endeavoring to bring out re- 
duced management by cutting costs. 


Such an endeavor can be seen also in respect to financial balance. Since 
1975, with the heightened preference for interest rate, progress has been 

made in the divei3sification of sources of funds and management centered around 
large enterprises. 


In respect of fund raising, not only borrowing from banks but also fund rais- 
ing through stocks and debentures has increased. Moreover, it is noteworthy 
that fund raising through foreign investment has also increased. In repard to 
stocks, in place of issues to shareholders at par, issues at the value of pub- 
lic subscription has become the main type. As to debentures, in addition to 
ordinary debentures, the issuance of convertible bonds has showed an increase. 
Recently, debentures with preemptive subscription rights have also been is- 
sued. Fund raising through foreign bonds has increased through the intro- 
duction of impact loans and the issuance of foreign bonds. 


In respect to fund management, not only bank deposits but also the repurchase 
ayyreements transaction market and the certificate of deposit (transferrable 
tine deposit certificates) market have grown. Recently even treasurv bills 
(short-term foverrment bonds) have been includec in wanapenent. As a whole 
the orientation of manavement toward hish interest rates has heen intensi- 
fiec. 
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2. Changes in Financing Structure 
(1) hanges in the Money Flow Structure 


In the enterprise sector, which once had the largest shortare of funds, the 
extent of the shortage decreased during the period of transition to stable 
economic growth. On the other hand, the shortage of funds in the public 
sector has expanded since 1975. ‘hen the excess or shortare of fun's by 
sector is viewed in terms of GNP ratio, the extent of the shortage of funds 

in the enterprise sector has increased again since 1979 due to the recovery in 
»lant and equipment investment, but it is still at a low level corpared to 
that during the high growth rate period. In the public sector, the shortage 
of funds of the central government has been reduced since 1976, but it still 
surpasses that in the enterprise sector. As to the private sector, it is 
still the sector with the largest surplus of funds. The extent of the surplus 
decreased in 1979, but it expanded again somewhat in 1920. Also, as to the 
overseas sector, as exports showed high growth, it lacked funds in 1977 and 
1978. Then, due to the deteriorating conditions for trade after the second 
oil crisis, the sector showed a surplus of funds in 1979 and 1989. 


What draws special attention regarding the changes in the money flow struc- 
ture is the increase in the issuance of government bonds. The postwar issu- 
ance of government *onds was resumed in 1965, and it assumed full scale in 
1975. The reas this was that government bonds were issued in increased 
amounts in response .o the shortage of revenue due to the recession heginnine 
with the first oil crisis and to the increased expenditures for the expansion 
of public works designed to stimulate the economy. 


(2) Progress in the Liberalization of Money Rates 
A. Expansion of the Short-Term Money Market 


The short-term money market iu our cour ry was developed around the call 
market. In May 1971 a bili discount market was inaugurated as a fund loan 
market. On the other hand, the call market was reduced to a market for under 
a month, short-term loans. 


Participants either as offerers or takers in such a call money market or a 
bill discount market are limited to financial institutions. But it is note- 
worthy that in recent years, new short-term money markets such as the repur- 
chase agreements transaction market, in which enterprises and local public 
organizations as well as financial institutions can participate, have ex- 
panded. 


The repurchase agreements transaction market is a market for conditional buy- 
ing and selling of bonds which has expanded rapidly since the 1970's. During 
the 1965-1970 period, consignment sale and purchase by securities companies 
as the broker between clients was the main form. In the late 1970's, direct 
sale and purchase by directly participating securities companies was added, 
and the market was further expanded. In the background of the expanded re- 
purchase agreements transaction market since 1975 are the intensified need 
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for inventory financing of securities companies, with the expanded circuiation 
market caused by the increased government bond issuance and also the rapid in- 
tensification of interest rate preference for fund management on the part of 
enterprises. 


Also, in May 1979 the issuance of certificates of deposit began. Behind this 
was the situation that because the holding of government bonds by financial 
institutions had increased, and, the short-term fund management of enter- 
prises had shifted from bank deposits to the repurchase agreements trans- 
action market, there was intensified recognition of the need for fund rais- 
ing in response to the deteriorating position of financial institutions. 


Along with the call market and the bill discount market, the repurchase agree- 
ments transaction market and the certificate of deposit market are free in- 
terest rate markets in which money interest is not regulated. Measures have 
been adopted to make money interest arbitration between markets more active. 
Thus, while at first the utilization of the repurchase agreements transaction 
market by city banks was strictly regulated, now it has been gradually relaxed. 
And the participation of securities companies in the call market has been 
recognized as well. Also, the liberalization of call loan quotations and of 
bill resales has been carried out gradually since June 1978. Thus, moves for 
the liberalization of money interest in short-term money markets have been 
noteworthy. Furthermore, since 1981 the sale of short-term government secur- 
ities in the market money interest by the Bank of Japan has been carried out. 


B. Liberalization of Conditions for Public and Corporate Bond Issuance 


As to the underwriting of government bonds, an underwriting syndicate primar- 
ily composed of city banks has played a central role in underwriting since 
1965. The bulk of government bonds thus underwritten by financial institu- 
tions in the 1965-1975 period was absorbed by the Bank of Japan through its 
buying operation executed to provide a sufficient money supply for economic 
growth. However, as the amount of guvernment bonds issued every year since 
1975 has been on a scale far surpassing the money supplied for economic growth 
by the Bank of Japan, the amount of bonds not absorbed by the Bank of Japan 
and instead held by financial institutions has increased year after year. As 
a result, the demand for the liquidity of government bonds as position guid- 
ance for city banks has intensified. Thus, since April 1977 the previously 
enforced selling deadline has been gradually relaxed, and the public and 
corporate bond markets have expanded. 


Following the expansion of the public and corporate bond markets, in the 
terms for government bond issues, too, importance began to be attached to the 
real situation of the market. Also, since June 1978 the issuance of inter- 
mediate interest-bearing government bonds was started in the form of public 
subscription and bidding. 


(3) Progress in the Internationalization of Financing 
With the expansion of the economic scale in our country, the internationaliza- 


tion of enterprise activity, and the improved evaluation of the yen, the in- 
ternationalization of financing has made progress. (note) 


12 





(Note) Current Condition of Yen-Benominated Katio 


The yen-deneminated ratio of ovr exports has gradually in- 
creased with the strengthening of the international conm- 
petitiveness of our exporting enterprises. It was esti- 
mated to have surpassed the 30-percent level in 1981. How- 
ever, in imports, (1) the yen-denominated ratio was large 
‘'n such import items as internationai commodities with a 
large weight and petroleum, and (2) the usance system in 
trade financing was fixed, the yen-denominated ratio ap- 
pears to be chaning at a low levei of 3-4 percent. On the 
other hand, in West Germany, for instance, the DM-denomi- 
nated ratio is said to be about 80 percent in exports and 
40 percent in imports, respectively. 


A. Current Condition of the Internationalization of Financing 


In terms of the progress in internationalization, foreign bond issues by 
Japanese enterprises and intermediate- and long-term loans for overseas have 
increased in terms of the advance of Japanese residents into foreign financial 
and capital markets. Also, the investment in foreign securities by Japanese 
residents has increased. 


In terms of the advance of nonresidents into the domestic financial and capital 
market, there has been an increase in investment in Japanese securities by non- 
residents, and asset management through nonresident yen accounts, certificates 
of deposit, and repurchase agreement transactions. Also, yen-denominated 
foreign bond issues have increased. 


Also, in regard to foreign currency transactions in Japan, the scale of the 
Tokyo dollar call market, and the scale of foreign currency deposits and bor- 
rowings have also increased. 


In regard to the internationalization of the yen, although its function as a 
currency of settlement is low compared to the currencies of advanced nations, 
its function as a reserve currency has gradually expanded. 


Bb. Liberalization of Foreign Exchange Control 


As a general summarization of the liberalization of foreign exchange control 
which has been in progress since the late 1970's, the revision of the Foreign 
Exchange and Foreign Trade Control Law (hereafter referred to as “Foreign Ex- 
change Law’) began to be enforced in December 1980. As a result, external 
transactions were shifted from "principled prohibition" to "principled liber- 
ation.’ (note) 


(Note) "The Foreign Exchange and Foreign Trade Control Law" 
was enacted in 1949. It was almost completely revised in 
1979, and was put into effect on 1 December 1980. In accord- 
ance with this revision, overseas transactions carried out on 
the basis of “prohibition as a principle and liberalization as 
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an exception’ was changed to “liberalization as a principle.” 
Thus, measures were taken aimed at liberalizing impact loans 
and at shifting from the approval system to the advance re- 
porting system for borrowings between enterprises, loans 
between enterprises, foreign bond issues, and investment in 
foreign bonds. 


As part of the changes in terms of industrial financing, impact loans were conm- 


pletely liberalized on the fund raising side, and foreign bond issues were 
changed from the approval system to the advance reporting system. Also, on 
the management side, restrictions on the amount of foreign currency deposits 
were abolished. With such liberalization in foreign exchange control, inter- 
nationalization in fund raising and in management on the part of enterprises 
was promoted. On the other hand, with the progress in the opening of the fi- 
nancial and capital market in our country, it is more susceptible to the im- 
pact of overseas financial and capital markets. Also, the increase in free 
money rate foreign currency deposits and impact loans have acted as factors 
accelerating the liberalization of domestic deposits and the money rates of 
loans. 


(4) Homogenization and Diversification of the Operations of Financial 
Institutions 


While the demand for funds by enterprises became lackluster beginning in 
1975. some operations of various financial institutions overlapped in dealing 
with the varied fund needs of enterprises. 


In the area of long-term funds, in addition to long-term credit banks and 
trust banks which played central roles in the past, city banks have increased 
the ratio of their long-term loans. 


In the area of international financing led by trade financing, the advance of 
city banks and long-term credit banks other than foreign exchange specialist 
tanks has become noteworthy. 


Also, in the field of small and medium enterprise financing, the number of 
municipal bank loans has increased. In 1977 and 1978 the ratio of national 
banks in the loan balance for small and medium enterprises increased. How- 
ever, as the demand for funds by large enterprises has risen since 1979, the 
ratio of national banks has decreased somewhat. This shows that national 
banks loans to small and medium enterprises are affected by the financial 
situation. 


Thus, the operations of financial institutions tend to become homogenized and 
diversified. This is interpreted to mean that while financial institutions 
are effectively using their expertise, they are progressively diversifying 
their services. 
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(5) Separation Between Banks and Securities 


Following the model of the 1°33 U.S. Banking Act, in the postwar period our 
country has prohibited such financial institutions as banks from engaging in 
securities business. (Section 1, Article 65, Securities and Exchange Law) 

As a result, financial institutions are prohibited from underwritinp debentures, 
and instead only securities companies are allowed to underwrite them. The 
separation of financial institutions from the dangeorus underwriting of secur- 
ities is allegedly an effort to protect depositors and to nurture securities 
companies. For this purpose, the underwriting of public bonds is exempted 

from the provisions prohibiting banks from engaging in securities business. 
(Section 2, Article 65, Securities and Exchange Law) 


Under the revised Bank Law and the revised Securities and Exchange Law, the 
handling of public bonds was reviewed in terms of the legal aspect in 1981. 
(Note 1) 


(Note 1) Specifically, under the revised Bank Law, the 
handling of securities business in public bonds by banks 
was provided for by law. The underwriting of the balance 
of public bonds not intended for sale and the handling of 
public bond floating in conjunction with this was provided 
for as an incidental operation of banks. 


Securities business related to public bonds other than those dealing with an 
unspecified number of customers had to be approved in accordance with the 

bank Law. Also, in the Securities and Exchagne Law, with the exception of the 
underwriting of the balance of public bonds, approval was required. 


Furthermore, with the revision of the Foreign Exchange Law in December 1989, 
overseas certificates of deposit and commercial paper (note 2) were designated 
‘securities.’ But the revision of the Bank Law and the Securities and Ex- 
change Law indicated that these would be handled by both the financial and 
securities industries. (note 3) 


(Note 2) Commercial paper is an unsecured, single-nare 
promissory note issued in the United States by first-rate 
enterprises for raising short-term funds. The term is less 
than 9 months. 


(Note 3) Regarding overseas commercial papers, the Ministry 
of Finance has issued the following rules (31 March 1982). 


A. For the time being, commercial paper is limited to A, +, 
Aj, or Py enterprises. 


b. The introduction of commercial paper issued by Japanese 
corporations in the United States will be withheld for the 
time being. After taking into consideration the situation 
following the introduction of general overseas commercial 
paper in the future, the handling of such commercial paper 
will be continuously examined by agencies concerned. 
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C. Half a year to a year after the introduction, the limit 
will be extended to A, and Po. 


3. Changes in Policy Financing 


(1) Im the transition from a high growth rate to a stabilized growth of 
our economy, policy financing has changed in conjunction with the listing of 
desirable policy tasks and industrial policy. 


To put it another way, in the 1955-1965 period when our national economy en- 
tered a high growth rate period led mainly by plant and equipment investment 
in the civilian sector, priority was placed on the nurturing of such basic 
industries as iron and steel, petrochemicals, and automobiles. But each time 
a certain industry was judged to have reached the goal of nurturing, it was 
removed from the list for industrial nurturing. Also, in regard to electric 
power, while in general it was made the object of financing in the 1955-1965 
period, at present steps are being taken to limit financing to only some 
fields of electric power, such as atomic power generation. 


Also, of all the financial investment and financing, the percentage devoted to 
the basic industries has rapidly declined since the 1955-1965 period. On the 
Other hand, investment and financing for the industrial base that supports the 
high prowth rate, such as roads, transportation, and communications have 

shown a steady increase. Furthermore, since the 1960's investment and finan- 
cing for fields that contripvute to the stabilization and improvement of na- 
tional life, such as small and medium enterprises, and the adjustment of the 
living environment have shown immense growth. 


(2) On the other hand, changes have also been noted in the structure of 
financial sources for policy financing. With the high growth rate in the 
background, postal savings, welfare annuities, and national annuities have 
registered a steady growth. The weight of the funds of the Trust Fund Bureau 
increased from 52.3 percent in 1955 to 84.4 percent in 1975. 


(3) Also, in response to such policy tasks as the consolidation of the 
industrial base and the living base, and the energy countermeasures since the 
1955-65 period, various corporations and agencies have been established. 

Those related to industry are, for instance, the Hokkaido Development Corpor- 
ation (established in 1956, and reorganized as the liokkaido and Tohoku De- 
velopment Corporation in 1957) and the Coal Producing Region Development 
Corporation (established in 1957, and reorganized as the Regional Development 
Adjustment Corporz -« in 1974) in the regional development field; the Metal 
Mining Agency of Japan (established in 1963) and the Petroleum Corporation 
(established in 1967) in the resources and energy field; and three in the 
medium and small business-related field, the Small Business Credit Insurance 
Corporation (established in 1958), Medium and Small Enterprises Investment 
Nurturing Companies (established in 1963), and the Small Business Promotion 
Corporation (established in 1967, reorganized as the Small Business Cc:ipor- 
ation in 1980. Furthermore, the Public Nuisance Prevention Corporation (estab- 
lished in 1965) and the Okinawa Development Finance Corporation (established in 
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1972) were established. Thus, in che 1965-1975 period, various cuidance 
financing institutions were consolidated. 


(4) Furthermore, in the period stabilized economic growth since the first 
oil crisis, t:ze priority of guidance financinr was shifted to resources and 
energy-related, medium and small business-related, and technology-related 
fields. In 1978 a credit fund for specific depressed industries was estab- 
lished in response to new needs so as to actively facilitate industrial adjust- 
ment. 


Chapter 2. Economic and Financial Environment Surrounding Future Industrial 
Financing 


Section 1. Future Trends in Demand for Industrial Funds 
l. Forecast for Plant and Equipment Funds 


As the stabilized economic growth is expected to continue in the future, it 
is hardly anticipated that there will be an exploding expansion of plant and 
equipment funds based on the premise of a quantitative expansion of the econ- 
omy. Nevertheless, the factors for investment inducement in the intermediate 
and long term are considered as continuins to be strong. Thus, because of 
the sudden, severe rise in oil prices first and the accompanying sudden, 
violent changes in the enersyv grice system, our national economy faces the 
need for implementing broad-rziuge investment in order to adapt to the new 
price system. In the future it is expected that we will carry out invest- 
ment for energy conservation, for alternative energies, and for energy- 
related technological development. Moreover, the need for promoting invest- 
ment in energy resources appears to be strong. 


Second, the effects of technological innovations in the semiconductor and 
information-related fields are indeed extremely strong. In the future, for 
enterprises to survive, they face the urgent task of introducing the accom- 
plishments of these technological innovations into their businesses. There- 
fore, it is expected that the need for investment in office automation and 
industrial robots and other energy-conserving fiel:«'’s will continue to be 
strong. Furthermore, in such high-technology fields as integrated circuits 
and biotechnology, too, the need for investment in technological development 
necessary for strengthening international competitiveness appears to be strong. 


If we assume such intermediate- and long-term prospects for plant and equip- 
ment investment, the scale of demand for plant and equipment funds will 
rise--although not, perhaps, at the same level as during the high growth 
rate period. 


2. Forecast for Operating Funds 


Although it is difficult to make a detailed forecast of the scale of demand 
for operating funds in the intermediate and long term, an increase in funds 
following the expansion of inventory and trade receivables in proportion to 
the expanded scale of production and sales is expected. 
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Moreover, the increase in investment and financing funds required for over- 
seas investment is expected to expand in the future, and an increase in oper- 
ating capital due to the shifts in industrial structure and in operating funds 
related to technological development is expected. Thus, it is anticipated 
that the scale of demand for operating funds as a whole will tend to expand. 
At the same time, qualitative changes will also take place. 


3. Forecast for Entire Demand for Industrial Funds 


As we have observed, it is expected that demand for plant and equipment funds 
and for operating funds in the industrial sector will increase. As a result, 
it is judged that the scale of demand for industrial funds embracing both 
these needs will increase in the intermediate and long term. Of course, the 
rate of increase is hardly expe:<ed to be as large as during the hirh growth 
rate period, but in some respects it will be considerable. 


From the viewpoint of fund demand and supply, it is expected that the scale 
of demand for funds on the part of enterprises will keep increasing, as has 
been observed, while the extent of fund deficit in the public sector will] not 
be drastically reduced, and in the supply sector no large chanee is forecast 
in the rate of individual savings. Therefore, although dependent on the situ- 
ation resulting from the internationalizgation of financing, industrial fund 
supply and demand is expected to move in a comparatively tirht range. 


Section 2. Liberalization of Financing and Its Anticipated Impact 
l. Background of the Liberalization of Financing 


Changes in the financing environment, including an increase in the amount of 
government bonds issued, the progress achieved in the liberalization of fi- 
nancing, and the heightening of interest preference, have accelerated the 
liberalization of money interest. The liberalization of money interest rate 
raises the possibility of the relaxation or review not only of the regulations 
on interest rate, but also of various controls that might impede the manape- 
ment efficiency of financial institutions and various regulations concerning 
the finance capital market as a whol In this sense it is appropriate to 
examine this broadly as a problem of the liberalization of financing. 


As the background for the recent progress achieved in the liberalization of 
financing centered on the liberalization of interest rate. the following can 
be pointed out: 


(1) Accumulation of Financial Assets and the Heightening of Interest Rate 
Preference 


A review of the fund raising in the domestic nonfinancial sector and the 
trends of the management of financial assets reveals that since the economy 
entered a period of stabilized growth, in the enterprise sector the level of 
investment by enterprises has relatively decreased, and self-financing 
through reduced management efforts has been strengthened. Consequently, in 
term: of fund raising the level of demand for external funds has decreased 
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coupared to that during the high growth rate period. For this reason, the 
trend toward placing emphasis on the qualitative aspect of funds, that is, 
the selection of the means of fund raising most advantageous in terms of 
interest rate, has been intensified. Also, in the management phase, in the 
background of the increase in the surplus funds on hand and the diversifica- 
tion of management objectives, the posture of emphasizing yield has been 
further strengthened and the management weight of free interest rate ‘nstru- 
ments has risen. 


ln tie meantime, in the private sector the accumulation of financial assets 
has progressed, while various new finance instruments, such as a new govern- 
ment bond investment trust, have been developed. Because of this, it has 
become possible to manage assets with instruments with higher yield than in 
the past, and the diversification of individual financial assets has pro- 
gressed. 


Amid such progress in the diversification of financial assets, the conscious- 
ness of preference for interest rate which has become marked among individuals 
and enterprises is expected to stimulate the acceleration of the liberaliza- 
tion of interest rate in the future. 


(2) Request for More Flexible Issue Conditions With the Increase in the 
Amount of Government Bond Issuance in the Background 


With the increase in the amount of povernment bonds issued since 1975, the 
volume of already issued government bonds that were not absorbed by the op- 
erations of the Bank of Japan and remained in the open market increased, and 
the free money market through free sale and purchase transactions in the cir- 
culation of public bonds and debentures expanded and developed. On the other 
hand, in the investment market, the regulated interest rate system was main- 
tained which requires that (1) the interest rate of lone-term assets should 
always be higher than that of short-term assets and (2) a lower interest rate 
should be applied to newly issued entities with a higher credit rating regard- 
less of the length of term. In the past, frequently there was « di. crepancy 
between the issuing conditions of government bonds and the circulation vield. 
As a result, difficulty in absorbing the newly issued bonds in the investment 
market and capital loss on the part of financial institutions participating in 
the un-erwriting syndicates occurred. Thus, greater flexibility in the issu- 
ing conditions in response to the actual circumstances in the circulation 
market was called for. In response, the issuing conditions were recently 

made more flexible to a considerable extent. 


Also, on the occasion of the revision of the issuing conditions for public 
bonds and debentures in March 1979, the subscriber's yield on government 

bonds with long-term interest (19 years) for the first time surpassed the sub- 
scriber's yield on bank debentures with interest (5 vears). Thus a "“debenture- 
government bonds reverse phenomenon" occurred. The appropriate relationship 
was restored terporarily thereafter, but the reverse conditions remain to date. 


It government bonds continue to be issued in large amounts, it is expected that 
the call for greater flexibility in issuing conditions will be heirhtened, and 
that ultimately a review of the regulated money rate system in the investment 
market will be demanded. 
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(3) Emerzence of New Financial and Other instruments 


Because, as in the past, for reneral petty assets managers there existed no 
manageable objects of short-term investment except deposits and savings, in- 
terest was set at a low level. llowever, in recent years, new types of invest- 
ment trusts involving government bonds with medium-term interest issued through 
public subscription and bidding and government bonds as objects of management, 
free interest rate instruments and new financial instruments which have rela- 
tively higher interest, which can be used for petty assets management, have 
emerged to compete with existing financial instruments such as deposits and 
Savings. 


Also, (1) government bonds with long-term interest which have been issued 
increasingly since 1975 are expected to become short-term assets as the tern 
of their repayment approaches; (2) beginning in 1985 the issuance of refunding 
bonds will be carried out in earnest, and the total amount of government bonds 
issued together with new financial resource bonds will be increased, anc this 
is expected to act as pressure on the market; (3) such conditions are antici- 
pated to accelerate the development of new financial instruments together 
with the development of data processing and of communications technology. 

For these reasons the diversification of financial assets centered on new 
financial instruments is expected to progress, and therefore pressure for the 
liberalization of deposit and savings interest will also be intensified. 


(4) Progress in the Internationalization of Financing 


Progress made in the internationalization of financing will have the follow- 
ing impact on the liberalization of financing. 


A. Impact on Domestic Yen Loans by the Liberalization of Financing 


Impact loans with unrestricted interest rates have been liberalized and it has 
become possible for enterprises ‘"°t®) to flexibly seek sources cf fund 
raising at home and abroad by comparing the real interest on impact loans 
through yen conversion under a swap agreement with the interest on domestic 
yen loans. For this reason, such loans are expected to have an impact on the 
formula for setting interest rates on domestic yen loans based on the prime 
rate, as in the past. 


(Note) This refers to enterprises that have introduced impact 
loans from overseas gaining yen (yen conversion) by selling 
foreign currency in the foreign exchange market, and at the 
same time signing contracts in the futures market for selling 
yen and buying foreign currency. By doing this, enterprises 
can possibly avoid the exchange risk in repaying impact loans. 


B. Impact on the Domestic Industrial Bond Investment Market by the Issu- 
ance of Yen-Denominated Foreign Bonds 


Because in 1977 restrictions on the number of names and amounts in the issu- 
ance of yen~denominated foreign bonds in our market were relaxed, the issuance 
of yen-denominated foreign bonds, reflecting more fully the real market situ- 
ation has increased. It is anticipated that such a move will have an impact 
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on the liberalization of issuing conditions in the domestic industrial bond 
investment market. 


C. Impact of Foreign Currency-Denominated Financial Instrumerts Such As 
Foreign Currency Deposits on Deposit an! Savings Interest Rates 


Since f reign currency deposit interest rates are linked to Euro-dollar in- 
terest rates, when foreign currency deposits become more favorable than domes- 
tic yen deposits, institutionai investors and individuals shift to foreirn 
currency-denominated instruments. For this reason it is expected that pres- 
sure will be exerted to make more flexible the interest rates of deposits and 
savings and to develop new instruments that counter foreign currency-denoni- 
nated instruments. 


As we have seen, with the internationalization of financing through foreign 
currency deposits with free interest rates and the liberalization of impact 
loans, pressure for relaxation and greater flexibility in the regulated monev 
rate system is being intensified. Moreover, with the liberalization of ex- 
change controls in tie background, the possibility of changes in the interest 
rates overseas having a direct impact on the domestic financial market has be- 
come strong. From such a standpoint, it is expected in the future that the 
internationalization of financing will act as a large factor for acceleratiny 
the move toward preater flexibility in interest rates. 


(5) On-line System of Financial Operation 


Together with the relaxation of regulations on the use: of communications cir- 
cults, the progress in inforuation processing and communications technology 
has reached a stage whereby the renovation of information services, including 
financial operations, is demanded. It is expected in the future that in the 
financial area--not only in the bank sector, but also in the nonbank sectors-- 
the diversification of financial services and the efficiency of manarement 
will be stepped up through the active utilization of communications circuits. 
Such a move will make it possible to appropriately respond to the needs of 
industrial circles and to contribute immensely to the acceleration of system 
readjustment to deal with the liberalization of financing. 


2. Anticipated Impact of the Liberalization of Financing on the Industrial 
World 


The impact of progress in the liberalization of financing in the future and, in 
the formation of the Treasury Lill market, which is an open market, the liber- 
alization of issuing conditions of government and other bonds and of deposit 
interest rates and loan interest rates is expected to be as follows: 

(1) Impact on borrowing Interest Rate Level 

A. Impact on the Interest Rate Level 


In terms of the impact on the interest rate level, if we assume that the con- 
dition of fund supply and demand is constant, when the liberalization of 
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of financing progresses, in the area of fund raising on the part of financial 
institutions, the ratic of free interest rates amonp the types of financial 
resources is expected to increase. As a result, interest rates will rise and 
thus there is the possibility that in the short term borrowing costs of enter- 
prises will rise. However, because efficiency in the maragement of financial 
institutions is expected to progress further due to the liberalization of 
interest rates, and also because the diversification of fund raising on the 
part of enterprises is espected to progress further, in the long term it can 
be anticipated that in the industrial sector as a whole the fund raising 

costs of enterprises will not rise markedly. 


liowever, because in medium and small enterprises with a fragile management 
base and in structurally depressed industries the credibility of enterprises 
will reflect on borrowing irterest rates more than before, fund raising costs 
are expected to rise, and the differences between enterprises and between in- 
dustries may increase. Also, there is fear that a steady supply of funds will 
be obstructed for those fields that are necessary in the intermediate and long 
term and from the standpoint of industrial policy and the national economy. 


Furthermore, under the system of regulated interest rates used so far, a dis- 
crepancy has been observed between the nominal interest rate and the real 
interest rate in the borrowing by enterprises. Because such a discrepancy 
makes the issue more difficult for individual enterprises and also entails 
additioral costs, some observers point out that in this respect it impairs 
the efficiency of fund distribution. The additional costs required for the 
adjustment of the real interest rate will not necessarily be needed if inter- 
est rates are liberalized, and also the aspirations of enterprises for effic- 
ient fund management will be intensified. For this reason, it is possible 
that the range of discrepancy between the nominal interest rate and the real 
interest rate vill decrease. 


5. Impact on the Range of Changes in Interest Rates 


Interest rates in the short-term financial market have already been partially 
liberalized. As to the circulation yields of various types of bonds, includ- 
ing government bonds, interest rate arbitrarion has become active with the 
background of liberalization of interest rates and financing in addition to the 
expansion of transaction scales and of market participants. And interest rates 
now change with comparative flexibility. 


The changes are relatively small in deposit interest rates and short-term 

loan interest rates, which are currently regulated. But if these interest 
rates are liberalized more and more in the future, short-term loan interest 
rates will be established in a form corresponding to the changes in fund rais- 
ing costs, and interest rates on borrowing by enterprises are expected to 
change in a wide range in response to the financial situation. 


(2) Impact on Relations Between Enterprises and Financial Institutions 


With the liberalization of financing, competition amone financial instiivt ors 
will be accelerated in regard to interest rates, so it will become recer .at 
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for financial institutions to aim at further management efficiency in order 
to secure profits. 


Also, it is estimated that each financial institution will unfold its manage- 
ment strategy with utmost creativity. 


In this situation: (1) relations between enterprises and financiz] institu- 
tions will become more profit-oriented; (2) the sisnif‘cance of incurring ad- 
ditional costs in the adjustment of the real interest rates on borrowing wili 
be weakened, and an environment favorable to the working on the market mechan- 
ism will be created; (3) moreover, as the accomplishments of technologica) in- 
novation such as the offering of information and financial control] services 
are adopted, the diversification of services is expected to progress: (4) 
majcr banks are expected to survive, as will the majority of enterprises, but 
in the future their main functions are expected to offer information and to 
coordinate between banks, in addition to supplying funds. 


(3) Diversificetion of the Means of Fund Raising and lanargement 


In the background of the diversification of the means of fund raising follw- 
ing the liberalization of financing, as in the past financial] institutions 
will play the central role in fund raising. But the weight of direct finan- 
cing led by corporate debentures is expected to increase. 


In addition, with the liberalization of foreign capital transactions, the 
dependence on foreirn bonds and impact loans and on other foreipn capital 
will be further increased in response to tne financial situation at home and 
abroad. 


Also, in regard to management, too, foreign currency deposits and short-term 
government bonds will be added to repurchase apreement transactions and cer- 
tificates of deposit, and furthermore, access to overseas certificates of 
deposit and investment will be broadened, so diversification of the objects 
of free interest used in management will be promoted. Thus, flexible manare- 
ment and the raising of funds in response to the financial situation and the 
level of liquidity will become possible. 


(4) Impact on Enterprise Behavior 


When appropriate economic management caunot be secured as interest rates flu- 
ctuate widely following the liberalization of interest rates, and there is 
greater uncertainty about the future course of interest rates alonr with dif- 
ficulty in forecasting the future business of the enterprise, there is a pos- 
sibility that the fund raising of enterprises will be temporarily concentrated 
on short-term loans. As a result, it is possible that enterprises will shift 
from investment in kind, such as in production facilities, to investment in 
short-term high-profit financial assets. Thus it is feared that in the inter- 
mediate and long term, such liberalization will have an adverse impact on the 
production capacity and productivity of enterprises. 


Against this, as a means of raising funds for plant and equipment investment 
based on a long-term outlook, some consider that this can be handled by rais- 
ing additional funds through stock offerings in the capital market. 











3. Impact on Policy Financing 


(1) While the impact of the liberalization of financing, particularly the 
liberalization of interest rates, on industrial fund raising is expected, as 
has already been described, to be an increase in the interest costs of fund 
raising on the part of financial institutions, tlhe interest rates on borrowing 
on the part of enterprises as a whole will not rise muc!: in the long tern. 
However, in medium and small enterprises with a fragile management base, in 
econoltiically weak entities such as structurally depressed industries, in those 
fields in which the market function does not fully operate, and in those fields 
deemed necessary for the national economy, there is fear that a steady supply 
of funds in terms of both quantity and quality may not be possible. Thus, 
great expectations are placed on policy financing in the future, too. 


(2) However, because the current policy financing is largely dependent 
for its financial resources on funds from the Trust Fund bureau, especially 
postal savings, in the process of liberalization the costs of policy financing 
will rise--just as efficient management of financial institutions is imposed 
by the rise in deposit interest rates--unless efforts are successful in 
achieving efficiency and rationalization of the manapement of postal savings 
special accounts and financial investment institutions. For this reason there 
is a fear that the role of policy financing may not be performed. 


ynapter 3. Various Problems of Fund Raising of Enterprises 


As we have observed, various elements of the recent environment surrounding 
our industrial financing have been sharply changed. Amid such changes, sev- 
eral problems that should be examined in the attempt to streamline future 
industrial fund riising may be mentioned. 


Section 1. Fund Raising in the Capital Market 


Amid the changes in the environment, as we have seen, the diversification of 
fund raising by enterprises has made further progress due to the establish- 
ment of a behavior~l pattern of fund raising which regards fund raising costs 
as important with che background of the relaxation of fund demand and supply 
since 1975. 


With the progress achieved in the diversification of fund raisine by enter- 
prises, the ratio of fund raising in the capital marlet has risen. In the 
future the importance of the capital market in fund raising by enterprises is 
expected to be further increased. 


The current condition of the fund raising market in our country, especially 
that of the capital market, cannot be said to adequately meet the needs of 
enterprises [from the standpoint of industry. Thus, there are strong voices 
demanding, the relaxation of various restrictions on and diversification of 
the capital market. Specifically, the following problems concerning various 
restrictions have been pointed out. 





1. Diversification of Corporate Debenture Repayment Terms 


Various terms of repayment on corporate debenture have been allowed in recent 
years. Currently, there are four different terms: 6 years, 7 years, 10 
years, and 12 years. lHowever, because there is a restriction on issuing 
intermediate and long term debenture of less than 6 years, compared with gov- 
ernment bonds (2, 3, 4, 5, and 10 years), industry strongly feels the need 

to be able to issue such debentures during the high interest rate period, 

and many have pointed out the need for diversifying the repayment terms of de- 
bentures. 


At the same time, some advance the view that in regard to fund raising by 
financial institutions, efforts should be made to achieve a balance in fund 
raising in accordance with specialized fields, based on the existence of 
specialized financial institutions. 


Also, as to corporate debentures, some observers point to the need for diver- 
sification not only in repayment terms but also in interest payment methods 
through introduction of the discount bond method. 


2. Regulations Limitinp Issuance of Corporate Debentures 


In our country the amount of corporate debenture issuance, as regulated bv the 
Commercial Law, must be within a range equivalent to the total amount of 
capital and legal reserves or the amount of equity, whichever is smaller, 

in order to prevent excessive issuance of corporate debentures and to assure 
the safety of debentures. Incidentally, this regulation in the Commercial 

Law is said to be patterned after an example in the commercial law in Bel- 
sium, Italy and Portugal. As examples of overseas legislation, limits of 
issuance are also regulated only in Argentina, Turkey and Rumania. 


As to the limitation of amounts as provided for in the Commercial Law, in 
accordance with the “Temporary Measures Law Limiting the Issuance of Corpor- 
ate Debentures," only secured debentures, convertible debencures, and foreifn 
bonds may be raised to two times the amount provided in the Commercial Law 

for the time being. Also, in accordance with the "Law on Exceptions to limits 
of Issuance of Corporate Debentures by General Electric and General Gas Susi- 
ness Companies,’ electric companies may issue four times the amount provided 
for in the Commercial Law, and gas companies may issue two tines that amount. 


tegarding the regulation limiting the issuance of corporate debentures, 
flexibility has been exercised in response to the actual situation. In the 
near future it is expected that some enterprises will approach the upper 
limits of issuance, mainly electric companies. Some point out that in order 
to carry out smooth fund raising on the part of enterprises, the abrogation or 
relaxation of regulations is necessary. 


On the other hanc, some consider it important to provide protection to in- 
vestors through the regulation limiting the issuance of corporate debentures. 
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3. Rules Concerning the Return of Profits From Capital Increase Issued 
at the Current Price 


The amount raised by paid-in capital increase of listed companies in the na- 
tion has gradually been raised since hittirz bottom in 1965. Especially in 
1972, it reached the highest level in history by rising over i trillion yen. 

It is noteworthy that in the background was the increase in the capital in- 
crease issued at the current price. Thereafter in 1973 and 1974, the publicly 
subscribed capital increase temporarily declined drastically due to the dullness 
in stock prices during the first oil crisis. Since 1976 the publicly sub- 
subscribed capital increase has once again assumed the keynote of increase, 

and the capital increase issued at the current price has occupied the central 
position in capital increase. 


The value of stocks is to be assessed not through the face value, to begin 
with, but through the price formation function of the circulation market. 

The shifting of the center of capital increase from issuance at face value to 
issuance at the current price can be evaluated as a normalization in the stock 
market. However, in spite of the shift to issuance at the current price, in 
dividend policy the concept of face value issuance remains strong. Thus, in 
some cases this has been linked to the deterioration of investment profit- 
ability as far as stockholders are concerned. For this reason, it was deemed 
necessary for companies to properly return profits after issuing capital in- 
crease, and so securities companies set up their own rules. 


Note: Rules Concerning the Distribution of Profit From Cap- 
ital Increase Issued at the Current Price 


A Method: Profit is distributed on the basis of the 
dividend propensity 


Al Method: The level of dividend propensity is publicly 
promised and profit is distributed by strictly 
adhering to the publicly promised dividend pro- 
pensity. 


A2 Method: The level of dividend propensity is publicly 
promised, and at the same time a specific 
promise of profit distribution based on the 
capital increase premium is made. Profit dis- 
tribution is effected by the implementation 
of the specific public promise and the flex- 
ible maintenance of the publicly promised 
dividend propensity. 


B Method: Profit is distributed on the basis of the 
capital increase premium. 


In regard to such rules, industry circles contend that the distribution of 
profits to the stockholders can be accowplished by bringing about a rise in 
stock prices through improvement of the enterprises’ profits after the enter- 
prises turn the premium share into investment. Some observers point out that 
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because the stocxs of those enterprises whose profit conversion is inadecuate 
will not attract public subscription for increased capital and therehy cause 
the prices of stocks sold in the market to drop, excessive interference in 
the management of enterprises in accordance with such rules is not advisable. 
And they point out that it is desirable to either abolish or relax the rules. 


4. Consolidation and Expansion of the Over-the-Counter Market 


Compared to U.S. research anc development-type enterprises which can attract 
risk capital or venture capital with comparative ease, research and develop- 
men*-type enterprises i. our country have difficulty in attracting such 

fur For research and development-type enterprises to be able to attract 
venture capital efficiently, it is necessary to consolidate and expand the 
circulation of stocks of venture capital companies. To do this, some contend 
that it is necessary to try to consolidate the over-the-counter market. 


The criteria for registration for selling and buying in the over-the-counter 
Market are: a company must have more than 100 million yen in capital; it 
must have been established for more than 2 years; its profit dividend must be 
more than 5 yen per share; its net profit must be more than 20 percent of 
capital: and its net assets must be over 200 million yen. Some consider that 
the criteria are rather strict. 


Measures pointed out as necessary to improve the over-the-counter market are: 
(1) the criteria for over-the-counter registration should be relaxed: (2) a 
subscription of new stocks should be allowed; and (3) increased capital is- 
sued at the current price should be approved. 


In opposition to such views, others point out that such measures would lead 
to increased stock speculation, would not adequately protect investors, and 
might violate the intent of Article 191 of the Securities Transaction Law 
prohibiting such facilities in the market. 


5. Corporate Debentures Standards 


The standards currently in effect for the public subscription of industrial 
debentures refer to net asset amounts and qualitative standards (net-worth 
ration, dividend rate, and others). Because the minimum net asset amount is 
600 million yen, this makes the utilization of corporate debentures by other 
than large enterprises virtually impossible. Some hold the view that corpor- 
ate debenture issuance standards should be relaxed so as to enable middle- 
ranking enterprises to issue debentures through public subscription when 

they can demonstrate excellent profitability and financial condition. 


Also, some seek the improvement of the corporate debenture issue standards 
because even those enterprises that adequately meet the current standards do 
not generally issue debentures if their stocks are not listed. 


Against this, others hold the view that since unlisted enterprises do not 
fully disclose information about themselves, if they are allowed to issue 
debentures through public subscription this might create problems regarding 
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the protection of investors. Still others advance the view that it is verv 
significant in terms of the diversification of sources of funds to streamline 
the issuance of privately subscribed debentures for such enterprises. 


6. Principle of Collateral Requirement in Corporate Debentures 
This will be described in Section 3, Relaxation of the Principle of Collater- 
ul Requirement. 


7. Other 


In addition to various restrictions on stocks and corporate debentures as 
mentioned above, industrial circles call for the following: (1) Some say 
that to facilitate tiie use of the capital market by enterprises, the credit 
rating anc issuance scale of issuing enterprises should be reflected in 
underwriting, trust and other fees related to corporate debentures, thus 
lowering the costs of fund raising to some extent. In this connection, some 
Say that as a matter of fact 6-ycar and 7-year debenture issues have become 
more costly. (2) Also, some strongly assert that fund raisins via the 
capital market should be facilitated by simplifying and expediting the issu- 
ance procedures, and in particular, the procedures for the issuer of foreign 
bonds should be simplified because the foreign exchanre rate seldom changes 
drastically in the midst of the procedures. 


Section 2. Introduction of Commercial Paper 


(1) Among industrial circles, mainly on the part of larre enterprises, 
many hold the view that commercial paper should be introduced in Japan, too. 
Commercial paper consists of certificates issued by business corporations and 
finance companies, and it plays a large role as a means of raising sliort-term 
funds for large enterprises. 


As to the reasons why the industrial circles call for the introduction of 
commercial paper, the following are pointed out: (1) from tle standpoint of 
the effective interest rate, commercial paper may be expected to offer more 
favorable conditions than those offered by indirect financing; (2) compared 
to bani. loans, commercial paper is easy to redeem; it has advantages as a 
wobile and flexible means of fund raising; (3) the participation of commer- 
cial paper, which is a means of direct fund raising, would accelerate the 
efficacy of indirect financing. 


(2) On the other hand, among banking circles, some are of the opinion 
that whether or not a new financing method or new finance market called com- 
mercial paper should be created ought to be judged from the standpoint of the 
nation's finance system as a whole, and that because the introduction of 
commercial paper would have a very unfavorable effect on the finance system 
as a whole, it should not be introduced. 


Among, the reasons given for opposing the introduction of commercial paper are: 
(1) because commercial paper is unsecured, its introduction in our country, 
which has a system based on the principle of collateral requirement, would 
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create problems in the credit system, especially rerarcine the protection of 
investors. (2) because in our country the main banking system, established 
between banks and almost all enterprises, plays the important role of a 
safety valve, as was fully dewonstrated during the recession followinz the 
first oil crisis, and the introduction of commercial paper would mean a 
complete break with our country's unique and excellent finance practice; 

(3) if American-style commercial paper, which has the character of a means of 
accommodation, were introduced in our country where the bill systen is well 
develr ed, it would have an unfavorable impact on the maintenance of the bill 
credit in our country, where accommodation bills are avoided; (4) in the 
United States, where commercial paper is well developed because the sinrle 
bank system (Mote 1) and laree loans by banks are strictly regulated, (‘ote 2) 
large enterprises with brisk fund demand cannot raise adequate funds, but in 
our country banks can adequately meet enterprises’ demand for funds by dis- 
counting commercial bills and other means, so the introduction of commercial 
papers is uncalled for; furthermore, commercial paper is issued only in the 
United States and Canada, not in Europe. 


(Note 1) In the United States, the establis!ment of bank 
branch offices is strictly limited. ‘The establishment of 
interstate branches is prohibited in principle and there are 
1 states which have a single office bank system (which docs 
muc allow branch offices and wherein all banking operations 
are concentrated in a single office). 


(Note 2) The National Bank Act (enacted in 1963) stipu- 
lates the maximum loan limit as 19 percent of owned capital. 
New York and 16 other states have set the standard at 10 per- 
cent of owned capital, 12 states at 20 percent, and ° other 
states have set various other standards. 


Furthermore, with the introduction of commercial paper, the liberalization of 
deposit and loan interest rates would be accelerated. It is expected that 
this would bring about an increase in fund raising costs on the part of finan- 
cial institutions, and would create problems for some medium and small enter- 
prises in their management. Also, for the industry as a whole, it might be 

an advantageous means of fund raising for enterprises with the fund raising 
capability, but it would have no advantage for the majority of enterprises. 
Rather, some fear that it might become a disadvantage, as it would accelerate 


the liberalization of interest rates. 


(3) However, against these points which are mentioned as disadvantages 
to the introduction of commercial paper, the following rebuttal is offered: 


A. As to the point that because commercial paper is unsecured there is a 
great risk of default, this can be dealt with by limiting the granting hank's 
backup credit and the issuance of commercial paper to enterprises with excel- 
lent financial conditions, as is practiced in the United States. 


B. As to the misgiving that the supportive system that the main banks 
have provided to enterprises might collapse, the function of the main banks 
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has been established by evaluating individual advantares in transactions, and 
it lacks persuasion as a reason to deny the issuance of commercial] paper on 
that ground. 


C. As to the point that commercial paper is unique to the United States 
and is not issued in Europe, and that the problem can also be dealt with 
adequately in our country by bank borrowing, the diversification of sources 
of funds for enterprises through the introduction of commercial paper itself 
is significant, and whether or not commercial paper should be used is a matter 
of judgment on the part of the enterprises concerned. 


Db. As to the misgiving that with the introduction of commercial paper the 
liberalization of interest rates might be accelerated, the desirable part of 
the liberalization of interest rates as a wiole can be accommodated bv limit- 
ing the issuance of commercial paper to those enterprises with excellent fi- 
naucial conditions by setting the issuinr unit of cormercial paper at the same 
level as certificates of deposit. 


Section 3. Principle of Collateral Requirement 
l. Background and Problems of the Principle of Collateral Requirement 


(1) In our country, collateral has played an imortant role in naintain- 
ing credit order. Specifically, corporate debentures are fenerally secured. 
In loans, too, in accordance with the bank transaction contract, banks obtain 
an agreement tiiat they call for collateral in order to naintair the integrity 
of the loan. Thus, the principle of collateral requirement is observed. 


The principle of collateral recuirement is considered to iiwve played a signifi- 
cant role in that it has enabled banks to meet the requirement of soun’! banking 
vis-a-vis enterprises with a high dependence on external funds, and at the 

Same time to supply stable funds. On the other hand, the necessity for relax- 
ing the principle of collateral recuirement has been pointed out on the 

grounds that the number of enterprises with excellent financial condition and 
profitability has increased, that the internationaliration of finance has pro- 
eressed, and that especially in [Furope and America the principle of collateral 
requirement is not a gencral requirement. Thus, even thourh it is exception- 
al, the issuance of unsecured corporute bonds has been approved, leading to an 
active review of the principle of collateral requirenent. 


There is a strong voice among industrial circles affirming that whether col- 
lateral is required in issuing corporate debentures or in borrowiny should be 
basically decided after comrehensively taking into consideration the asset 
composition, tlhe contents of debts, and the profitability of the individual 
enterprise concerned, and that a uniform requirement for collateral lacks a 
rationale. Accordingly, there is a demand that the credibility of enterprises 
suould be reflected fully in the issuins conditions for corporate debentures 
and in the loan conditions for the issuance of corporate cebentures or loans. 


(2) Against this, another view is that the principle of collateral require- 
ment should continue to play an inportant role in the future as a support to a 
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stable fund supply and also as a clieck on the excessive enlarrement of credit, 
and that discretion is necessary in shiftins to a nf-collateral principle. 


2. Principle of Collateral Requirement in Lorrowing 


As to the collateral conditions in bank borrowins, as revealed in the lending 
conditions of bank accounts of national banks, tle ratio of secured lendiny 
(lendins endorsed by physical collateral) has declined as a trend, while the 
ratio of guaranteed loans and unsecured loans has risen. As of “arch 1°51, 
the ratio of secured loans was 38.7 percent--a considerable drop from 45.% 
Percent as of March 1971. On the other hand, the ratio of unsecured loans 
has risen every year since March 1971, when it was 31.6 percent. Also tie 
ratio of guaranteed loans has shown an upswinr, to 27.0 percent as of March 
1981, compared to 23.4 percent in 1971. Wext, the current conditions for 
borrowing on the part of enterprises show that in the case of larre enter- 
prises of good credit standings, short-term borrowing is generally unsecured 
in many instances, and even some lonp-term borrowinp, for operating funds is 
unsecured. And even in borrowing with the use of collateral, there are many 
cases of retained registration. Thus, in practice, operations with conics 
erable flexibility have been carried out, tut in principle, Article 4 ) 
of the Bank Transaction Contract has been applied without exception. This 
has resulted in Japan being classified as adopting the principle of collateral 
requirement in lending. In view of such prevailing conditions, some are criti- 
cal of equating sound financing with collateral and the strone preference for 
physical collateral, and they hold that the application of the nrinciple of 
collateral requirement in accordance with Article 4 of the Bank Transaction 
Contract should be flexible. 


Note: Bank Transaction Contract of Federation of Rankers' 
Associations of Japan (model form): 


Article 4. When sufficient reason is generated for the 
integrity of credit, we will offer collateral or increased 
collateral approved by your bank, or establish guarantors 
or offer additional suarantors. 


On the other hand, some hold that loans requirine collateral enable enterprises 
to receive lowinterest credit by using physical collateral, that collateral 

is an indispensable requirement for maintaining sound financing for enter- 
prises in our country with generally high dependence on external funds, and 
that the sound management of financial institutions las eventually brourht 
about a loan interest level for enterprises. 


Also, there is a strong view that for medium and small enterprises, unsecured 
loans corresponding to tieir credit rating are desirable, but because the prin- 
ciple of collateral requirement also facilitates func raising for necdium and 
small enterprises, that in requiring collateral, the collateral function should 
ve raised by raising collateral appraisal and by expanding the list of pos- 
sible collateral, and that the unsecured and juaranteein: systems siiould be 
further expanded. 
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3. Principle of Collateral Reauirement for Corrorate Dehenturcs 
(1) background and Revicw of the Principle of Collateral “ecuircnert 


The principle of collateral requirement for corporate cebentures in our 
country was started with the movenent tc restore their credit after the con- 
tinuous default of corporate debentures during the period from the late Taisho 
era to the early Showa era, and since then it has been esta>lished. The prin- 
ciple of collateral requirement, together with the principle of the highcst 
preference for collateral for corporate debentures, has played the role of 
enhancing the trust of investors in corporate debentures. 


Un the other hand, in 1972 a strong move was launched to promote no collateral 
in the case of convertible debentures, with the result that enterprises vith 
favorable financial conditions were able to issue unsecured convertible de- 
bentures by specifically agreeing to additional debt restriction provisions 
(January 1973). (note) 


(Note) However, even thourh unsecured, enterprises arc 
obligated to retain a specific object, and also when the 
accepting bank approves, the collateral right can be estab- 
lished on the retained object. Thus, an unsecured corpor- 
ate debenture can be changed to a secured one. 


Because thereafter the number of enterprises with excellent financial condi- 
tion in our country increased, there are some cases wherein no impediment to 
the protection of investors can be found even if the corporate debentures are 
unsecured. Also, while the internationalization of our economy is underway, 
overseas civilian enterprises show a strong desire for issuinr debentures, 
but because there are many cases of debentures already issued with a nepative 
pledge (provisions for limiting of collateral offering), it would be diffi- 
cult to issue secured debentures in our country alone. 


With this in the background, finally in March 1979 the current debenture is- 
sue standards were established based on the “Concept of Unsecured Publicly 
Subscribed Industrial Debentures.’ 


(2) Unsecured Corporate Debenture Issuing Standards 


However, since 1979, the number of enterprises in our rong meeting the cur- 
rent debenture issuing standards is only 10 companies ‘te and the number 
of = issuing debentures (all convertible debentures) is only ?. 

(note Also, the number of instances of debenture (all ordinary debentures) 
issuance in our country by overseas enterprises is only 4. (note 3) these in- 
stances thus reflect the strict standards 


(Note 1) The 10 companies are Toyota !lotor Company, 
Matsushita Electric Industrial Company, Dai Nippon Print- 
ing Company, Nippon Denso Company, Shiseido, Pioneer, TDK 
Electronics Company, Fuji Photo Film Company, and !.yoto 


Ceramic Company. 
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(Note 2) The two companies are Matsushita Clectric Indus- 
trial Company and Nissan Motor Company. 


(Note 3) The four companies are Sears, Roebuck (Marci: 
1979), Dow Chemical (January 1982), NCR (April 1$82), and 
Proctor and Gamble (July 1982). 


Asainst this, there is a strong voice among industrial circles deman/ing in- 
provement of the situation because the range for approving unsecured corporate 
debentures is too narrow, and in practice enterprises in our country enjoy 
little advantage from unsecured corporate debentures. 


li; the background of such a view, the following points may be made: (1) In 
regard to corporate debentures, investors primarily should make investments on 
tie principle of their own responsibility. (2) The safety of corporate de- 
bentures should be judged not by the collateral value at the time of settle- 
ment but by the repayment capacity of the concern. (3) For enterprises with 
excellent profitability and financial conditions, unsecured corporate de- 
bentures cost less in fees because of the savinrs in collateral] esta)lishin: 
fees. (4) When unsecured corporate debentures are issued overseas with a 
negative pledge, the issuance of debentures within Japan become difficult. 
(5) It is excessive that even in issuing unsecured ordinary debentures by 
Japanese enterprises overscas, it many instances enterprises are subject to 
regulations such as bank fuarantees. 


Also, there is strong criticism from overseas enterprises wishing to issue 
corporate debentures in our country stemming from the above circumstances. 


On the other hand, there is a view that discretion should be exercised in re- 
laxing the eligibility standards for issuing debentures as it is highly pos- 
sible that it will have a serious impact on the credit system in our country. 
That is, this view contends that the principle of collateral requirement 

forms the main pillar in the financial order in our country, including corpor- 
ate debentures as well as loans, and it should continue to play an important 
role in the future in securing a stable fund supply and checking excessive 
credit expansion, accordingly, unsecured corporate debenture issuances should 
be carefully dealt with by taking into consideration the extent of the pene- 
tration of the principle of the investor's own responsibility. 


Section 4. Foreign Exchange and Other Financing 


1. Problems Surrounding the Formula for Establishing Usance Interest 
Rates 


Import usance enables stable fund raising for import financing. At the same 
time, it is a system of high utility which possesses the mechanism of shifting 
to domestic financing after the usance term. At present, usance interest rates 
are established on the basis of the B.A. rates in the United States. (note) 
However, some point out that theese rates may not counterbalance the present 
rising costs of financial resources. In particular, because of the interest 
burden of importers under the high interest rate of the U.S. dollar, there is 
a strong voice demanding lower interest import financinrs. 
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Qiote) 65L.A. (banker's acceptance) refers to a draft with 

a time limit drawn on a bani: by entities tat neec funds for 
financing merchandise in transition or in custody, and the 
draft is accepted by a bank. Acceptance is usually per- 
formed by member banks. In particular, the balance of ac- 
cepted drafts by banks in ‘iew York City covers more than 35 
percent. In the Unitec States. L.A. are nainly used for ir 
port financing. The draft presenter can raise funds by sell- 
ing it to the B.A. market, in which the investors are various 
financial institutions, business companies, foundations, and 
funds. The scale of the 5.A. market hus now reached about 
the 50 billion level (the balance at the end of 1901), be- 
cause the federal Reserve Hank has atte: pted to nurture anc 
strenpthen it by intervening in it in order to uprrade the 
position of the New York financial market. 


On the other hand, some are of tive opinion that import usancec is vrirarily 
dénsirned for the stable supply of import financin: under a variety of condi- 
tions, tuat efforts to raise it are being made by utilizing the B.A. mariect 
as part of institutional financing in the United States, tiat even uncer the 
current circumstances flexible responses arc made at tw window operation 
Sta;e., and that civen this background tlhe current csta>lishweut of interest 
rates is valid. 


2. Current Conditicnus of Avoicance of Lxcharre “is! anc Pclatec Problems 


(1) Civen the current condition that the bull: of our trading is carried 
out in dollars, it is extremely important for traders to hedge the exchange 
risk. for ascertaining, profits, and thus for contiuuing a stable trace. In 
rcyerJ to futures tradiny, in the exchance by residents, the ‘principle of 
(note) is applied in order to prevent disruption of tie 
fereiju exchanpe market by exciuange speculation and its adverse impact on 
trace Lransactions. lLowever, ayainst this ‘principle of actual cemard,’ 
tuere is a strong voice demanding relaxation of it ‘assed on the following: 
(1) i- »oractical application flexibility is lacking and this prevents a risk 
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hedjx .:rouph mobile futures trading by enterprises (for instarce, in the case 


vf one transaction, exchange reservation mav be difficult before tie signing 


vf a contract for an import-export transaction, so 4 ;oo! opportunity for buv- 


iug and selling foreign exchanre is lost): (2) because the “principle of ac- 
tual demand is not applied overseas, it is questionable ow much the strict 
application of the "principle of actual demand to residents in our countrv 

contributes to the stability of the foreign exchanre mariet. 


(wote) Section l-l, Article 17 of the ‘Ordinance on the 
Control of Foreign Exchange based on Article 2! of the 
Foreign Exchange Law" stipulates the “principle of actual 
demand’: “future foreign exchange transactions or capital 
transactions related te the means of foreicn navment or 
sales contracts for bonds as carried out between nonresi- 
dents shall not be clearly for the purpose of speculation.’ 





(2) Also, fron the standpoint of flexibility dealing with fluctuations ir 
the foreign exchange market, there is increasinp demand for the expansion of 
current account (°te 1) quota and foreign currency settlement (note 2) 
between residents. Because uncer the current Foreien Fxchange Law, the cur- 
rent account quota is limited to 3 million yen per case, sone also point out 
that its usefulness is minimal. Furthermore, because the current foreign 
Exchange Law prohibits foreifn currency settlement between residents. sone 
point out that manufacturers cannot on their own make exchanre reservation for 
the purpose of hedging risk when they import or export’ through trading con- 
panies. 


(Note 1) “The current account system hetween nain and 
branch offices of trading companies” based on Article 17 

of the Foreign Exchance Law and Section 1-3, Article 7 of 
the ‘Foreign Exchange Control Law" stipulates that trading 
companies cannot credit or debit the current account settle- 
ment of “payment for export freight exceedinr an amount 
equivalent to 3 million yen and payment for intermediary 
trade freight.” 


(Note 2) According to Article 21 of the Foreign Exchanre 
Law, a “tra: saction related to bonds chat can be paid for 
with foreign currency between a resident and a foreign 
resident" is defined as a capital transaction which re- 
quires the approval of the minister of finance, while 
foreign currency settlement between residents is restrict- 
ed. 


(3) However, against such voices demandinr the relaxation of regulations, 
others express the opinion that: (1) the relaxation of regulations may in- 
crease the fluctuations in the foreign exchange mariet; (2) foreien currency 
settlement between residents may be linked to abandonment of the sovereirnty 
of currency, and it will shake to the foundations the system of craspine the 
condition of foreign transactions and of securing the confirmation of legality 
by concentrating foreign currency settlement in foreign exchanre banls: (3) 
the means of hedging risk in accordance with the current Foreipen Fxchanve Law 
is not simply an exchange reservation, but diverse risk hedpres are possible 
through creativity and study; (4) in regard to the account current ocvota, 
brisk utilization within the current limit of 3 million yen is a prerequisite. 


3. Request for the Creation of a New Market in Response to the Interna- 
tionalization of Financin: 


With the weight of our econory in the world economy having increased and our 
economy having relatively stabilized, confidence in the Tokyo market as an 
internatonal finance market and of the yen as an international currency has 
gradually increased in recent years. Also, following the enforcement of th: 
New Foreign Exchange Law of December 1980, foreign exchanre cortro! cf « ital 
transactions has also been liberalize. 


Jader chese circussten:.* ' J*iee ¥ ret is mirde steady 
progress as an intern *tione ins.ce center. In order to furthers 








internationalize it, requests have also becr mace for the creation of nm 
mariccts such as a yen-denonminated 5.4. market. and 1 Tolve offshore rarict. 


(1) Yen-venominated L.A. Marlet 


Pecause (1) the postwar international currency svsten moved with the collar 


at tle center. and (2) there was close novement in the dorestic fund supp! 
am. cemanc in our country, particularly during ile ‘igie-rate srovt! reriod, 
trace financing tended to be souvht in foreien currency. Thus. trace finan- 


cint in our country vas long dependent on foreien currency in tle »ostwar 
period. liwever, in recent years: (1) with the rising econoric prover of our 
country. conficence in the yen as an international currency 'as increasec: 

and (2) with the shift to stabilized economic rprowth, domestic financine has 
been relaxcd, corpared to the high grovth rate period, am’ there lias becn more 
room for trade financing with the yen. Given this situation, there has been a 
strong demand for increasing the yen-denowinated ratio in imports anc cxorts. 
and tor creating a yen-denominated I}.A. mariet a8 a means o! raising the rele 
of the yen as a currency of international settlencnt. 


On the other hand, others point out regarding tle advocacy of creatine such 
ab.A. warket that with the increase in international trust in the yen and 

in yen-denoninated transactions, a2 D.A. warket can be expected to be created 
spontaneously, so increasing yen-denominated transactions is the priority 
issuc. Also, since a 5.A. market is a frec interest marlbet, it should be 
seriously examined in the overall liberalization proprarm of our finance svsten. 


(2) Tokyo Otfshore ‘ari.ct 
As to the creation of a Tokyo Offshore market, (note) cone hold that because 
this would lead to expansion of the international] business of financial in- 
stitutions, the lowering of foreign currency fund raising costs, and the con- 
centration of information centering on the Pacific Lasin. and thus it would 
be advantageous not only to financial circles but also to incustrial circles, 
the creation of such a market should he positively examined. On the other 
hand, others point to the fear that the creation of an offshore market (1) 
would stimulate exchange speculation wien the yen is included in the currencies 
of transaction, and (2) would be a disturbing factor in the domestic finance and 
capital marlet, which includes the reculeted interest rate syster. 


(iiote) This is a finance market with privileres rerarciug 

tax systems and currency control in finance service for 
transactions betveen nonresidents (such as exermtion from 
interest tax, from regulation of reserve ceposit requirerent 
ratio anc [rom the application of the upper limits of deposit 
interests). Such markets have been establisied in London (the 
city), New York (IBF), the Bahamas, the Cavnan Islands, Sinja- 
pore. Long, tong, and Lahrain. 


+. Other 


In addition, the following are points to be considered In foreien currency [fi- 
nancin:. 





*. 


(1) Im direct foreicn amd other investments, «en covernrent [financial 
institutions enter into joint financins with civilian financial institutions, 
at present the civilian financial institutiors sonctires provice lial ility 
guarantees. Lut since the policy financinp shoul¢ fulfill a comlenentary 
function for civilian risk, as seen in instances in the United States, povern- 
ment financial institutions should offer liability fuarantees for civilian 
financial institutions. 


(2) Covernment financial institutions shou'c promore tlexibility in fi- 
nancing conditions, the simplification of procedures, and the use of overseas 
assets as collateral] in financing related to trade or foreifn investment, and 
at the sane time they sould create a foreign currency loan syste . 


(3) Since our country is founded on trac, efforts should be made for 
the introcuction of investments for tran:action in trade, and for flexible 
Operation of the iuaport-export related seni-commercial bill discount, etc. 


Section 5. Regulation of Cranting Larre Credits 


Regulation of the granting of large credits is desirned to contro) the concen- 
tration of the granting of bank credits to the same partv, thus diffusing the 
risi., and to secure thc safety of asset manacetuent of banks. At the same 
time, it expands the opportunities for all--includine medium and small enter- 
prises and individuals--to receive credit, and thus contributes to tle broad 
and fair distribution of credit. 


In our country, since the issuance of a Ministry of Finance notification in 
December 1974, the granting of credit hae been executed with administrative 
guidance. And now, in accordance with the new Bank Law enacted in April this 
year, it is legally defined. (note) Amonre foreign countries, contro) is 
carried out in the United States and West Gernanv, wiile no control is exer- 
cised in Britain, France, and elsevhere. 


Thus the regulation of the rranting larre credits is based on the demanc for 
sound banking. lLUut, on the other hand, it has a creat impact on fund raising 
by enterprises. [specially since in ».wr country the ratio of bank ioans in 
fund raising ty enterprises is large. it presents serious problems. 


(Note) In accordance with Article 13 of the Bank Law, the 
pranting of credit to the same person by a bank is controlled 
within 20 percent of its own capital. This control is within 

30 percent of their own capital for long-term credit banks and 
trust banks, and within 49 percent for foreign exchanre special- 
ist banks. According to the ordinance, when circumstances bevond 
control exist, this contro] can be excluded from application, 
provided the minister of finance approves. The rranting of 
credit to a certain number of electric pover cornpanies has been 
excluded from the application of this ordinance. Incidentally, 
in this control, commercial bill discount, etc., is excluded. 


37 








In particular, the electric power industry requires laree sums for plant and 
equipment investment over a long period, and it is difficult for that industry 
to disperse the sources of fund raising. 


Also, in the petroleum industry there is the possibility that demand for larre 
sums will be generated due to such unpredictable factors as changes in oil 
prices and in the foreign exchange market. If the regulation of the ¢eranting 
of larse credits were uniformly applied to these industries, it would probably 
hamper smooth fund raising for exterprises and have a serious impact on the 
national econony. 


Section 6. Impact of Increase in Amount of Government bonds Issued 


(1) The increase in financia] expenditures due to the increase in the 
amount of sovernment bonds issued since 1975 was designed to play an important 
role in boosting, the economy, as civilian demand was dull. 


On the other hand, some hold that because (1) the amount of gevernment bonds 
issued was at quite a high level each year; (2) the issuance of government 
bonds leaned toward 10-year maturity long-term bonds; (3) regarding the under- 
writings, of government bonds by syndicates, as the distribution of sovernment 
bonds did not counterbalance tlie fund amounts of financial institutions, pres- 
Sure was intensified fer the sale of government bonds held by citv banks with 
an unfavorable fund position, and this in turn acted as a factor for change in 
the bond market; therefore, the high interest rate and the change in the market 
were caused by the increase in the amount of government bonds issued, and this 
lias besun to have impact on the fund raising on the part of enterprises, toc. 


(2) Furthermore, in the future the demand for funds on the part of enter- 
prises is expected to rise as they enter the period of equipment replacement 
in the intermediate and lon; term. For this reason, some observers point out 
that tue rise in the interest rate or the rate remaining at a high level and 
chanyes in the finance and capital market following the increase in the amount 
of government bonds issued may become an impediment to the stable raising of 
good-quality funds on the part of enterprises. 


however, against such misgivings, others point out that (1) the high level of 
the current long-term interest rates is thought to be caused by the high inter- 
est rates in the United States rather than by the impact of an increased amount 
of povernment bonds issued, (2) from the overall econcnic standpoint, siven 

the situation of excess savings, by devising such means of absorbing govern- 
ment bonds as diversification of the forn of bonds issued and of the means of 
absorbing the bonds, it is considered possible to have government bond issues 
designed basically to reduce their impact on the finance anc capital market, 
and for this reason, with appropriate policy manarerient the increase in the 
amount of government bonds issued will not have an adverse effect on the supply 
of funds for industry. 


(3) Furthermore, as to the liberalization (of issue conditions) of interest 
est rates in case the anount of government bonds issued continues to increase, 


some hold that it will lead to a general rise in interest rates and will in- 
crease fund raising costs for enterprises. Against tlis, others point out 
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that because the increase in the amount of povernment bonds issued is bound 
to have an impact on the quantity and quality of industrial funcs, even under 
the regulated interest rate system, efforts to liberalize the issuing condi- 
tions of government bonds and to diversify the forms of issuance and absorp- 
tion wethods will lessen the impact on industrial fund raising. 


Section 7. Policy Financiny, 


(1) As has been observed, nolicy financiny has flexibly changed in re- 
sponse to the policy tasks at a given time. Regardless of whether the finance 
marlet was brisk or slow, policy financing has provided a stable fund supply. 
But from the latter half of 1°75 to 1978, the demand for funds showed a marked 
Gecline, and the interest rates dropped. During that period, in certain quer- 
ters it was pointed out that competition occurred between policy financial 
institutions which supplied stable funds and civilian financing which supplied 
funds in response to the condition of the economy. 


(2) As to the role of policy financing, some hold the view that from the 
standpoint of avoidine competitior with civilian financial institutions and of 
letting the woney rate mechanism function, it is desirable to expand the scope 
for the market principle to work and to make every effort to complement civil- 
ian financing, anc that because of this the expansion of policv financing is 
problematic. 


Among industrial circles, some hold the following opinion: (1) Cenerally 
speakins,, amid tne progress made in tne liberalization of civilian financiny, 
policy financing is expected to perform its role as a source of funds to those 
fields to which civilian financing cannot adequately respond and its role of 
distributing funds as decmed desirable from the viewpoint of the national econ- 
omy so as to complement civilian financing, and thus the role of policy finan- 
cing should be expanded both in quality and quantity. (2) Recently the cap in 
interest rates between policy financing and civilian financing, has been consid- 
crably narroweu, anc advantages accruing from the qualitative corplenentary 
function of policy financing in the area of interest rates have heen weakened. 
Therefore, this function should ve strengtiiened. (3) Also, beginnins wit’ 

the issuance of yovernment bonds, the underwritin;s of povernmetn bonds Ly the 
Trust Suna bureau has increased, with the result that tie necessary funds 

have not been adequately allocated to policy financing, so the supply of fimds 
to those [fields veewed necesyary from the standpoint of policy has not been 
adequately implemented. 


Furtnernmore, in a survey conducted by the Ministry of International Trade ani! 
Industry, wany expressed the opinion that the scale of financin; by povernnent 
financial institutions should remain at the present level or be expanded, and 
they indicated that they expected a preat deal of rovernnent financine in such 
fields as funds for technological develonment, countermeasures for resource 
eneryy and structurally depressed industries, and for medium and small enter- 
prises. 


(3) Additional problems pointed out were: (1) the procedures cre com- 
plicated aud time-consuming, and an effort should be made to simplify and speed 
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up procedures, (2) there are many instances wherein civilian financial in- 
stitutions demand collateral, cven from enterprises that have been granted 
unsecured loans, and there is little flexibility in this respect. 


Chapter 4. Desirable Industrial Financing in the Future 
Section 1. Basic Concepts 
1. Various Types of Environment Surrounding, Industry 


(1) Our economy showed remarkable development through the postwar re- 
habilitation and high growth rate periods, and it has now come to occupy an 
enormous position in the world econony. However, prompted by the oil crisis 
On two occasions and amid the drastic changes in the world political and 
economic situation, the fragility of our economy, which is dependent on im- 
ports for the bulk of resources, has been manifested, while the intensified 
international competition and the beginning of trade friction have made the 
environwent surrounding our economy extremely harsh. 


(2) Given this situation, for our country to sustain stable economic 
growth over a long period and to improve the national life, it is necessary 
to respond competently to the tasks indicated in the vision of the interna- 
tional trade and industry policy during the 1980's as the “international con- 
tribution of an economic superpower," the “overcoming of the restrictions of 
a nation with few energy resources,’ and the "structuring of a society with 
vitality anc affluence." 


(3) In order to realize such goals, it is necessary to stimulate brisk 
business activity in enterprises in such fields as the promotion of technolos- 
ical development and resource energy development, the nurturing of vitality 
in medium and small enterprises, the promotion of internationalization in 
economic cooperation anc other areas, the activation of the basic materials 
industries, and the transformation of the industrial structure. It is neces- 
sary for the government to provide active support in these areas and at the 
Same time to reorganize the environment so as to make such business activity 
possible. 


2. Securing the Smooth Raising of Good-Quality, Stable Funds for Industry 


(1) The prospects for industrial fund demand and supply during, the 
19S0's are, as has been stated, that fund demand on the part of enterprises 
will be considerably increased due to the need for investment in techological 
development and in equipment replacement, and at the same time, there will be 
a shortage of funds in the public sector. Therefore, industrial fund demand 
and supply as a whole will move in a comparatively narrow range. 


(2) Given tiis situation, in order to realize brisk business activity in 
those fields necessary for the stable development of our economy, increased 
consideration must be given to securing the smooth raising of good-quality, 
stable funds for industry. 
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(3) To this end we must tackle the task of how to secure internal funds, 
whici: will Lecone wore important in the future, and at the sane time we rust 
seek a Cesirabic means of industrial financings to secure sources of eczternal 
funds. 


3. Basic Concepts 


(1) «as to the means of industrial financins, Lasic emphasis must be placed 
on actively respundin:. to tie needs of tie industrial circles that are furé 
users. At the same tiwe. ve need to recognize that the development of a 


sound aud efficieont tinance and capital market in a larre sense wil! fori the 
vasis for smoothly securin;, funds for industry. 


(2) The liberalization of financins, is considered as hasica]lv inevit- 
able. To besin vith, liberalization brings about initial advantages bv cn- 
hanein, the efficiency of the economy as a whole, in terms of industrial fi- 
nancing. On the otuer hand, there are miszivinys about its disadvantages 
suci as a possible disruption of the financial order. Therefore, it is nec- 
essary to handle liberalization with due consideration. 


(3) Accordingly, in promoting liberalization it is deemed necessary to 
liberalize regulations other than those for interest rates in order to pro- 
mote efficiency in the managernent of financial institutions. And at the same 
time it is necessary to set a gradual pace for the liberalization of interest 
rates in order to avoid unnecessary friction. 


(4) In the process of liberalization, for enterprises to efficiently 
carry out func raising, it is necessary to take advantage of the merits of 
indirect financiny, which is expected to continue to cover the bulk of indus- 
trial fund raising in the future, and at the same tine to attenpt to diversi- 
fy the sources of funds on the part of enterprises. 


(5) At the same time, in the process of the liberalization of financing 
there may be some fields in which adequate fund raising will become diffi- 
cult if left to tee market mechanism, even though these fields are expected 
to increase business activity in order to achieve the above-stated policy 
woals. For these areas tiie role of policy financing to complement or cncour- 
ace civilian financing would appear to be more important than ever. 


Section 2. Ways of Promoting the Liberalization of Financing 


(1) As we have observed, the liberalization of financings is considered 
inevitable. but as to the ways to promote it and its pace, consideration of 
policy is necessary. 


Tiat is, the liberalization of financing, is expected to raise the efficiency 

of the economy as a whole throush the strengthening of the market mechanism 
accompanying, the promotion of competition. But depending on how liberalization 
is promoted, confusion may result in the current financial order. Therefore, 
from the standpoint of industrial circles, due consideraton must be given to 
policy so that the liberalization of financing is carried out gradually, 
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while its impact on industrial financing as a whole is monitor- 
ed. 


(2) It has been pointed out that the liberalization of financing will 
enable the efficient management and raising of funds on the part of enter- 
prises, but at the same time, compared to the conditions under the regulated 
interest rate system, fund raising costs may change drastically and interest 
rates may vary widely due to uncertainty or speculation, depending on the 
financial and economic situation. In this situation, enterprise activity may 
lack a long-term perspective regarding equipment investment and so forth, and 
there may be emphasis on short-term management tactics such as improvement of 
the immediate financial balance, with the result that it may lead to the 
deterioration of the performance of our economy. 


(3) In order to avoid such a situation, it is necessary first of all to 
further strenjthen the efficiency of managenent of financial institutions in 
Order to avsorb as iwuch as possible the rise in interest rates imposed on 
fund raising on the part of financial institutions following liberalization. 


For this purpose, it is deemed necessary to relax or abolish various regula- 
tions that may impede the efficiency in the management of financial institu- 
tions so as to make possible a response to technolorical renovation, such as 
information-related technology. 


Second, it is deemed necessary to rearranve the envirorment through such means 
as the consolidation of the market in order to minimize as much as possible 
tle changes in interest rates. 


(4) In the process of accomplishing these liberalization measures, it 
is possible tiat for medium and small enterprises and enterprises with a low 
credit rating, such as structurally depressed industries, the rise in fund 
raising costs will be relatively large, and their sound development and 
revitalization may be impeded. Also, there is fear that smooth supplying of 
funds to those fields in which it is difficult for the market mechanism to 
function and those fields deemed necessary to tle national economy may be 
impeded. For this reason, it is necessary to give consideration to ways of 
avoiding the creation of impediuments to smooth fund distribution to those 
fields deemed necessary from the standpoing of the sound development of our 
economy by taking necessary steps such as the complementary use of policy fi- 
nance. 


(5) Also, there are mispivings that carrying out liberalization rapidly 
might unnecessarily escalate the friction it causes. Especially in view of 
the fact that a rapid and sudden reorganization of financial institutions 
would have a great impact not only on general depositors but also on enter- 
prises which are borrowers, the speed of promoting liberalization must be 
given full consideration. 


(6) In order to control the negative effects caused by the liberalization 
of interest rates and to allow industrial circles maximum enjoyment of the 
benefits of liberalization, as in the case of the United States, it is neces- 
Sary to basically undertake more carefully considered financial policy for 
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for controllin« inflation, in view of the fact that inflation abets the nega- 
tive side of the liberalization of interest rates, as scen in the United 
States. 


Section 3. Relaxation of Various Restrictions on Fund Raising in the Capital] 
larket 


it is deemed necessary for the capital market in our country to pive consicer- 
ation to the protection of investors, to the characteristics of our financial 
structure, and to the relaxation of various restrictions as listed below, and 
thus to proceed with the diversification of the sources of funds on the part 
of enterprises. At the same time, smoother fund raising for enterprises 
through the capital market is considered as valuable also for further accel- 
erating the efficiency of indirect financing, which will continue to cover 

the bulk of the supply of funds to industry in the future. 


1. Diversification in the Repayment Terms of Corporate Nebentures 


Since corporate debentures with only four different repaynent terms (6, 7, 

10 and 12 years) are issued, industrial circles need a diversification whercby 
the issuance of corporate debentures with less than 6 years maturity is ap- 
proved. This schould be examined by those concernec after a review of its 
impact on intermediate- and long-term debentures. 


Tue diversification of repayment terms can be evaluated highly because it 

would not only be advantageous to the issuins companies, but it vould also 
contribute to the diversification of objects of asset management on the part 

of investors and would be Linked to expansion of the corporate debenture marict. 


Neverthcless. it should be taken into account that in promoting the diversifi- 
cution of the repayment terns of corporate cebentures by makine the repavrent 
term shorter, the fees for corporate debentures would be correspondins by 
increased, and in practice this males diversification more difficult. 


2. Abrosation of Nepulations Limiting the Issuance of Corporate Dc- 
bentures 


In regard to the regulations limiting the issuance of corporate debentures, 
togetier with the substantive implenentatior of the screening. function anc sc 
forth by the rating avencies and undervritinre companics, the relaxation or 
abrosation of the reculations id desirable so as to reflect nore fullv the 
actual conditions of enterprises, as the principle of investors’ own respon- 
sibility is establisiec. tut after comparison with the legal systems in each 
country, further examination of the regulations by those concerned is expected. 


3. Flexibility in Rules on the Distribution of Profits from Capital In- 
crease Issued at the Market Price 


how and how much of vrofits from the capital increase issued at the market 
price there should be is primarily to be decided in accordance with the market 
principle. From this standpoint, it is not judged desirable to obligate 
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enterprises across the board to a fixed rate of return based on a certain 
formula. Furthermore, since it is anticipated that in the future the issu- 
ance of non-par stocks will be increased and the perception of the dividend 
rate over the face value will be weakened, the need for the rules is ex- 
pected to become less. 


On the other hand, if we take into consideration that the actual records of 
the profits from capital increase issued at the market price has not alwavs 
been satisfactory, from the standpoint vf sound development of the market, 

there is inevitably a need to establish some rules on the return of profits. 


EKowever, since it is considered desirable to make the rules for the return of 
profits flexible depending on the development stage, kind and tvpes of busi- 
ness, while recognizing the significance of the rules, it is necessary for 
those concerned to examine the rules. 


4. Consolidation and Expansion of Over-the-Counter Stock Market 


In order to advance the creative knowledge intensification of the industrial 
structure in our country, it is important that new venture busincsses and 
other enterprises actively participate in and develop the market. The ac- 
tivity of enterprises such as venture businesses shows future prospects and 
the possibility of growth, but on the other hanc, it contains risks as well. 
Therefore, it is desirable that venture capital, which is risk monev, be 
smoothly supplied. 


For this, it is deemed necessary to expand tlic over-the-counter market so as 
to make public subscriptions possible and to create a system for increasing 
the supply of venture funds. 


5. Relaxation of Eligibility Standards for Issuing, Cornorate Debentures 


It is expected that the relaxation of the current eligibility standards for 
issuing corporate debentures will be reviewed so as to enable middle ranking 
enterprises with excellent financial conditions to publicly offer debentures. 
At present, even if the enterprise can meet the eligibility standards, if it 
is unlisted it cannot actually issue debentures publicly. It would seem to be 
desirable to make an improvement so as to enable such an enterprise to issue 
debentures by public subscription by taking the necessary steps for the pro- 
tection of investors sucl: as continuous disclosure of the management of the 
enterprise concerned. 


6. Principle of Collateral Requirement in Issuing Corporate Debentures 


This will be described later, in Section 5, Relaxation of the Principle of 
Collateral Requirement. 


7. Other 


It is expected of the concerned quarters that in addition to studying the above 
restrictions on stocl:s and debentures, they will cxamine ways to improve 
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various fees relatec to stocl.s and debentures and ways to simplify and expe- 
dite precedures for issuincs stocks and debentures in order to deal with the 
increase in clian;es in interest rates anc exchanre. 


section 4. LIntreduction of Commercial Paper 


(i) Tt is decmed to be important for enterprises with good credit ratinss 
tc introduce commercial paper, because for enterprises in our country to issue 
commercial paper means (1) a reduction in the fund raising costs of enter- 
prises can be e:pected through the use of sbort-term funds called comercial 
paper in »pluce of bani: loans; (2) compared to bank loans, issuinr and repaying 
co.uwercial paper is easy, anc commercial paper is advantageous as a weans of 
mobile and flexible fund raising; (3) the efficacy of indirect financing will 
vc promoted. (4) it will contribute to the diversification of objects of man- 
agewent for investors. 


(2) Uowever, because the introduction of commercial »vaper is a problen 
that touches upon tlie basic elements of the finance system in our countrv, 
waich has attempted to naintain a system of credit order, further cxanination 
vy all quarters concerned is expected after the needs of industrial circles 
are revicved. 


Section 5. Relaxation of the Principle of Collateral Requirement 
1. Principle of Collateral Requirement in Corporate Debentures 


(1) Relaxation of Eligibility Standards for Issuing Unsecured Corporate 
Debentures 


A. In order to [facilitate the smoot! development of the corporate de- 
venture nmarlet, it is essential that the market be a place of efficient and 
profitable assets management and fund raisiny, and also a place of safe as- 
sets management. ‘The credibility of corporate debentures can be maintaine:’ 
by the rating of ratinp agencies and the screening function of underwriting 
companies, but it is believed that in our country, maintaining credit has been 
facilitated by the principle of collateral requirement and the principle of 
top preference for collateral in corporate debentures. The frencral percentior. 
that corporate debentures are safe has become widespread in our country, and 
this has led to the expansion and development of the corporate debenture 
market. And the eligibility standards have contributed to this. 


On the other hand, in recent years in our country the number of enterprises 

with high profitability and excellent financial condition has increased. The 
application of the principle of collateral requirement uniformly to corporate 

deb entures issued by suci enterprises has acted as a factor for increasing 

the fund raising costs of these enterprises. Also, with the internationalization 
of the economy, the request from overseas civilian enterprises to issue de- 
bentures in our country has gradually intensified, but it must he recopnized 

that it is difficult in practice for these enterprises to issuc secured de- 
bentures in our country. 
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Also, many enterprises have pointed out that one of the reasons the issuance 

of unsecured corporate debentures overseas has increased is that the elicibil- 
ity standards for issuins unsecured debentures in Janan are too strict. There- 
fore, it is believed that strict eliribility standards may result in rarrowing 
the domestic market. 


B. From the standpoint of the fair distributior of funds, it is desirable 
to have the issuing conditions for corporate debentures decidec by the prin- 
ciples of the market. 


On the other hand, it is also important for the expansion of the cormorate 
debenture market to try to protect investors. It should he recalled that in 
our country, in particular, the principle of investors’ own responsibility has 
not been fully established. Accordingly, it is necessary to enable enter- 
prises with excellent financial condition to issue unsecured corporate de- 
bentures by relaxing the current standards, while attemptinr to maintain the 
harmony of tle domestic credit order for the time beinr. Furthermore, in 

this case issuing enternriscs should fully recoenize the specizl exception to 
the provisions for additional debt restriction for the protection of investors. 


Because convertible corporate debentures have the characteristics of heine 
latent stocks, some hold the view that treatine convertible corporate de- 
bentures equally with ordinary corporate debertures is not necessarily apr- 
propriate. This must te taken into consideration in relaxing the standards, 
as well as the criticism that the issuance of corporate debentures in our 
country by overseas civilian enterprises is in fact extremely difficult. 


(2) Establishment of the Principle of Investors’ Own Responsibility 


It is desirable to leave the decision cn whether corporate debentures should be 
secured basically to the judgment of the marlet. Tor this purpose it is hoped 
for that the awareness of investors will be nurtured, that several authorita- 
tive rating asencies will be established (note) and that the foundation for 
establishing the principle of investors’ own responsibility will be formed 

by improving the screening capability of underwriters and by disseminating 
various kinds of investment information. 


(lote) In our country the ratine is performed by the Japan 
Putlic and Corporate Bonds Researc: Institute. In the United 
States, the !loody Cormanv, Standard and Poor, and others have 
already been accepted cgenerally as authoritative rating 
asencies. 


2. Principle of Collateral Resuirenent in lorrowing 


As distinct from the case of corporate debentures, *©°** er borrowine cicnuid be 
secure! or unsecured should be decided by bilateral dealings between enter- 
prises and banks. Individual banks should each independently screen ani make 
a judgment on whether any impediment exists to fulfilling the requirement for 
sound bankine. Then they can male unsecured loans. Secause even nov flexible 
handling is provided commensurate ‘ith the crecit retin of the enternrise 
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concerned, itis expecte. tai =.2. a trend will be further reinforced 
in the future. 

Furthermore, because coliace.<!: !.-- ; ce Gf contributinr to smooth fund 
raising for medium and snal] eekaxncinen. (ote 1 due consideration should be 
riven to fairness ir the appraisa! of collaceral, to the expansion of objects 


pa sa collateral, and to activeticn cf the mortpare certificate systen. 
note 2 


‘Note 1) Acccrciné (3 wis raescrt issued ‘in March 1992) 

by the “Scudy Cro. Jor <cl.c Froblens of Collateral for Med- 
su@: af Sucit 262773 26.2% * _'s.t ecwisoryv council] for 
the director of the S «ll .« ‘eciur. Enterprise Azency, it 


has been pronosed chat <» ropriate c“anres should be made in 
collateral appraisal, thet the rorcgage certificate systen 
should be activated, anc tli.s: leaseholds should be permitted 
as collateral. 


(Note 2) Tse werigace céeccicicn.. is a otrcificate issued 
mainly for lonc-term fesi ustate st curity’ in accordance 
ith the STt t v-j rm 


Section 6. Desirable Foreign UExcieupe Financing 
1. Formula for Establisiiire Itssuance Interest Pates 


The system of import issuance inceresct races should be reexamined in inmrort 
financing as a wiole eiter sexing itco consideration that (1) following the 
revisicn of the Foreign Excuanve La of 1986, the introduction of overseas 
capical .as been liberali.ed 4s 4 ‘atip.e, and vavs for raisine foreirn 
funds nave been diversified: a. +2) because the scope of trade financing us- 
ing the yen has been expanded, the aiversificaticn of financial resources has 
become possible. 


2. Relaxation of the Princi-le of Actual Demand 


The significance of the »%rinciple wf actual demand is fully appreciated fron 
the vie moint of preventing exch.a'e speculacion and stabilizing the foreign 
exchange market. On the ocler han“, if flexibilitv is laching in management, 
it cannot be denied that fler*>le exchange risk hecring on the part of enter- 
prises is obstructed. For this reason it is necessary to examine the pros and 
cons of the relaxation of this rerculation. 


3. Examination of rhe Creation cf a lew Market in Response to the Inter- 
nationalization of financtag 


Becaus. the weig).< of our :conromy it toe world economy has increased and ex- 
panded, ine snternuacionzs:iszs.ton of sur economy has made progress, and con- 
fidence in the yen throughout the world has been raised, a further interna- 
tiona:ivation of the Tokyo finance and capital :arlet is considered inevitable. 
Also, such internationalization of finance is believed to be basically favorable 


. 











to the industrial vorld as well. However. because disadvantares have also 
been pointed out regarding the creation of such markets as the ven-denonin- 
ated bankers acceptance market and the Tolkvo offshore nartet, it is derirable 
to examine the cuestion further vith a vict’ to dcealine vith such rroblens. 


£. In addition, a separate forum should be set w> for the examination: 
iz would take a broad look at: the trends in international finance’ desir- 
able ways to handle trade financinr, vhich has scant relations with the 
industrial world: the stabilization of the exchanve rwrbet- an counter- 
measures for exchange risk hedrine. Such an exarination slould he started 
immediately. 


Section 7. Reprulation of Crantirg Large Credits 


In the application of the regulation of granting larce credits, adequate con- 
sideration should be civen to the stable securin: of funds by enterprises. 


In the new Bank Law, clectric power is excluded fror the application of the 
rerulation of granting large credits with the approval of the minister of 
finance. In other cases, too, when an unforeseen situation arises. the an- 
plication of the reculation of the erantine of lerze credits can be exempted 
with the approval of the minister of finance. 


So far problems in fund raising due to the regulation of rrantine leree credits 
have not been manifested. But if a discrepancy should occur in the future 
between the srowth in the demand for funds or the vart of enterprises and the 
erowth of financial institutions’ own capital, which is the basis for the 

res lation of the srantine of larre credits, it is feared that problens micht 
arise depending on how it is manared. 


For this reason, a flexible and prompt response is desirable after a renuest 
is reviewed from the standpoint of industrial policy in the manarerent of 
these regulations, so as to facilitate the smooth and flexible raisinre of 
funds by enterprises. 


Also, more basically, it is necessary to enhance the diversification of 
sources of funds for enterprises and to broadly open up ways for enterprises 
to raise funds by consolidating the capital mari:ct. 


Section ®. Desirable Wavy To Issue Government Fonds 


As to the proper amount of government bonds to be issued, it is difficult to 
uniformly rerculate the level because that is related to the condition of our 
economy and to the way the economy is manared. 


furthermore, during a period when enterprises’ denan’ for fun's for ecuiprent 
increases due to the need for investment to replace larre items of ecuiprent, 
in the medium- and long-term perspective the unfolding of an anprorriate 
policy regarding the anount of povernment bond issues and their manacement 

is desirable so as not to allow sovernment bond issucs to cause a disturbance 
in the finance and capital market or an impediment to the raisin~ of industrial 
funds in respect to quantity and quality. 
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Section 9. Desirable Policy Financing 
1. Role of Policy Financing 


(1) Our economy, needless to say, adopts the free economic svstem. In 
this kind of economic society it is a basic principle to actively use the 
market mechanism, and the free and creative activity of the civilian sector 
should be its foundation. 


(2) However, in industries characterized by large risk: poor credibility: 
long maturing periods of investment; strong advance investment nature; strong 
public interest; and prolonged investment recovery such as resource and energy 
development, urban and regional development, and in the conversion and revital- 
ization of structurally depressed industries, the supply of funds only from 
civilian financing through the market mechanism alone is not sufficient either 
in quantity or in quality, although such funding is necessary from the viev- 
point of the national economy. 


In such cases, policy financing exists so as to complement and encourage 
civilian financing for the fair distribution of funds from the viewpoint of 
the national economy. 


That is, the role expected to be played by policy financing is believed to be 
as described below. Furthermore, it is believed that such functions will he- 
come increasing essential when the relaxation of various kinds of friction 
is necessary due to sudden changes in the business cycle and shifts in the 
industrial structure. 


A. Risk Complementing Function 


This refers to the function of complementing risk by supplying risk money 
and by making the repayment terms flexible in accordance with the results of 
business in fields with high technolopical and market risk. 


B. Credit Complementing Function 


This refers to ihe functon of complementing the lack of credit such as that 
caused by the fragility of enterprises for the benefit of medium and small 
enterprises, tecinological development, industrial adjustment, and the nurtur- 
ing of research and development-type enterprises. 


C. Profit Complementing Function 
This refers to the function of complementing the profits of enterprises that 
are necessary for the national economy but have low profitability by supplying 
low interest funds in order to achieve policy goals. 

D. Term Complementing Function 
This refers to the function of supplying funds that cannot be met by civilian 


financing because of the long investment recovery period and maturity period, 
such as in resource enercy development. 
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E. Quantitatively Stable Supply Complementin: Function 


This refers to the function of quantitatively complementinr the stable sup- 
plying of funds without beinr influenced by the tirhtness or ease of securinr 
short-term funds in specific fields for the realization of policv poals (such 
as energy investment, industrial] adjustment, and medium and small enter- 
prises). 


F. Policy Inducement Functicn 


This refers to the function of encouraginr civiiian financing ar‘, by sunplvy- 
ing funds, inducing civilian enterprises to enraye in [fields that need to he 
promoted from a policy standpoint, together with the risk complenenting, 
credit complementing, and profit complementing functions. 


(3) Also, to achieve policy goals, there are other means available 
such as direct operation of businesses by the government or public corpor- 
ations, subsidies, and tax systems. But compared to these means, (1) policy 
financing results in little government interference in civilian activity, 
and civilian independence and creativity can be maintained: (2) policw fi- 
nancing can handle changes in policy tasks with mobility and flexihility, and 
it has the excellent feature of hirh efficiency in subsidizing costs. CGiven 
the current conditien that financial reconstruction in particular has becone 
an urgent task, the position of policy financing desirned to facilitate the 
realization of policy goals as a tool of policy will hecore more and more inm- 
portant in the future, while maintaininp civilian v.talitv. 


(4) Cspecially when interest rates are liberalized, it is expected that 
in the relations between financial institutions and enterprises, profits 
will be emphasized. Because a long-term, stable supply of funcs may not he 
sufficiently available to fields which are necessary from the standpoint of 
industrial policy due to the turbulent rise and fall of interest rates, the 
role of policy financing in such ficlds is enormous. 


2. Desirable Means of Policy Financine for the Future 


(1) In order to fulfill policy basl:s which are related to industrial 
policy in the future, such as the overcominse of limits on resource enerry. 
it is necessary to fully scrutinize the need for funds in cach case an! to 
properly and strictly manage policy financing. At the same time, after re- 
viewing the new requirements of the time it is also necessary to create or 
abolish systems in response to the level of fulfillment of nolictes and chances 
in civilian financing. to facilitate the flexible chanre and review of 
functions, and to competently utilize various functions of policy financing 
suitable to its coals. 


(2) If interest rates are liberalized, it is anticipated that a Jarpre 
part of the funds led by the postal savings svster that cover the bull: of 
the current policy financing will be influenced by liberalization. 
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Accordingly, it is deemed necessary to mitirate as much as possible the ir- 

pact of higher costs causcd by the liberalization of interest rates  »wv deal- 
ing with it throurh the efficient and rationa] manarement of the postal sav- 
ings special account and financial investment avencies. 


(3) Also, if the underwriting of government bonds by the Trust [lun 
Bureau is expanded, it is possible that the current policy financinre, whict 
is heavily dependent on postal savings, might have difficulty in fully neet- 
ing quantitatively the need for industrial funds. Therefore, it is ‘eered 
necessary to endeavor to achieve a more efficient use of funds, and! to ex- 
amine the means cf fund raisiny for policy financing, while takine into ac- 
count the quality of the funds secured. 


(4) Furthermore, in order to perform the role exnected of policy financ- 
ing in the future, it is necessary to examine not only simmle loans, but also 
investment depending on the nature of the business, the repayment of loans 
that are successful, and other arrangements. 


(5S) In the implementation of policy financiny, the followin: points must 
be kept in mind: 


A. The market mechanism should be utilized as much as possible. Also, 
as the means of fulfilling policy goals, ideally the market mechanism should 
be utilized as much as possible. Therefore, in policy financing, too, civil- 
ian financial institutions should be utilized as much as possible. 


B. Cooperation with civilian financing should be implemented, anc cometi- 
tion with civilian financing should be avoided. Policy financing is supposed 
to complement and encourage civilian financing wien the latter cannot fullv 
meet the need based on tle market principle or cannot cperate smoothly. 
Therefore, it is essential to maintain cooperation and harmony with civilian 
financing and to avoic competition with it. 


C. Efforts should be made to achieve efficiency. It is necessary to 
select the means that can fulfill the de-ired policy eoals with the necessary 
minimum cost. It is also necessary to reevaluate the current sirnificance of 
policy financing to date, to review the objects of loans and to sect a priority 
among loans. At the same time, {t is imperative to achieve efficiency anc 
rationalization in manarement, including the simplification of clerical pro- 
cedures of police ff-anchal inacitutiosrs. 


D. Neutrality and fairness should be maintained. Although obiects of 
loans are selected from the viewpoint of conforvity with policy, as lone as 
the projects concerned arree with policy tasks. of course it is necessarv to 
maintain neutrality and fairness in manarcement 


ecm of the Ottme. al thus 











Concluding Remarks 


For about a year, since last October, as deemed necessary we have searched 
for desirable industrial financing in response to the new era, includins 
overseas surveys. 


Speaking candidly, because the subjects under discussion are diverse and they 
are entwined with various existing systems in a complex way, it has been 
extremely difficult to hold discussions on all related fields. We have to 
admit that thus a considerable number of points have not been fully discus- 
sed and have been left untouched. 


However, within the limited timeframe, we believe we have indicated direc- 
tions in matters deemed essential to securing a smooth investigation of 
cood-quality, stable industrial financine which wil! become the foundation 

for the realization of industries that can respond to the tas’s of the nation- 
al economy in the 1980's in our country. We expect that using this renort as 
an impetus, those concerned will make meticulous preparations to assure de- 
Sirable industrial financing, centered on various recommendations in this 
report, and achieve steady progress toward their coal. 


history of Deliberations, Subcommittee on the Prohlems of Industrial Finance. 
General Division Committee, Council on Industrial Structure 


First hieeting (27 October 1981) 


(1) Organization of the Subcommittee on the Problems of Industrial 
linance 


(2) On the Liberalization of Interest Rates. the Consolication of the 
Capital Market, and Desirable Policy Finance 


Second Meeting (11 December 19581) 


On the Liberalization of Interest Rates, the Consolidation of the Capital 
Market, and Desirable Policy Finance (Industrial Circles) 


Third Neeting (27 January 1982) 


On the Liberalization of Interest Rates, the Consolidation of the Capital 
Market, and Desirable Policy Finance (Financial and Securities Circles) 


Fourth Meeting (26 March 1982) 


(1) On Financial Situation and Trends in Europe and America (Report from 
the Industrial Finance Survey Croup) 


(2) On the Consolidation of the Major Points of Discussion 


(3) On the Schedule for Forthcoming Examinations 
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Fifth Meetine (19 April 1982) 
(1) On the Characteristics of Industrial Finance in Our Countrv 
(2) On the Internationalization of Finance 

Sixth Meeting (7 June 1982) 


On the results of the Hearing for Industrial Circles on Industrial VYinan- 
ce and Outlines of Views 


Seventh Meeting (9 July 1982) 


(1) On the Consolidation of the Major Points of Discussion on Desirable 
Industrial Finance 


(2) On Outlines of the Resuits of the Survey Statistics on Industrial 
Finance 


Eighth Meeting (9 September 1982) 
On the "Desirable Means of Industrial Finance in the Future” (Draft) 
Ninth Meeting (29 September 1982) 


Approval of the “Desirable “Means of Industrial Finance in the Future’ 
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